. UNITED STATES
SECURITIES AND EXCHANGE COMMISSIQ
WaShington, D.C. 20549

FORM 10-K

ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d)
OF THE SECURITIES EXCHANGE ACT OF 1934

For the Fiscal Year Ended December 31, 2011

CAPITAL BANK

CORPORATION

CAPITAL BANK CORPORATION

(Exact name of registrant as specified in its charter)

North Carolina ‘ ~ 000-30062 ' 56-2101930
(State or other jurisdiction of i (Commission (LR.S. Employer
incorporation or organization) ' File Number) - Identification No.)

333 Fayetteville Street, Suite 700
Raleigh, North Carolina 27601
(Address of principal executive offices)

(919) 645-6400
(Registrant’s telephone number, including area code)

Securities registered pursuant to Section 12(b) of the Act:
Common Stock, no par value
(Title of class)

NASDAQ Global Select Market
(Name of each exchange on which registered)

Securities registered pursuant to Section 12(g) of the Act:
None

Indicate by check mark if the registrant is a well-known seasoned issuer, as defined in Rule 405 of the Securities Act.
Yes O No

Indicate by check mark if the registrant is not required to file reports pursuant to Section 13 or Section 15(d) of the Act.
Yes 0 No M

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the Securities
Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was required to file such
reports), and (2) has been subject to such filing requirements for the past 90 days. Yes M No [0



‘lrirriicatelby check matk whether the registrant has submitted electronically and posted on its corporate Website, if any, every
Interactive Data File required to be submitted and posted pursuant to Rule 405 of Regulation S-T during the preceding 12 months
(or for such shorter perlod that the reglstrant was required to submrt and post such ﬁles) Yes M No O

Indicate by ¢ check mark rﬁdrsclosure of delmquent filers pursuant to Item 405 of Regulatron S-K is not contained herein, and will
not,be"éqﬁtalned to the be&,t of registrant’s knowledge, in definitive proxy or information statements incorporated by reference in
~~Pagt 11 of th1s For;n 10-K og\any amendment of this Form 10-K. L7_I

Indicate: by check mark whgshér the registrant is a large accelerated ﬁler an accelerated filer, a non-accelerated filer, or a smaller
reportmg company., $é¢ ‘the definitions of “large accelerated filer,” “accelerated ﬁler and ‘smaller reporting company” in Rule
12b-2 of the Excﬁahge Act:

Large accelerated filer OJ ' : Accelerated filer []
Non-accelerated filer ] (Do not check if a smaller reportmg company) Smaller reporting company &

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act).
Yes 00 No M

The aggregate market value of the registrant’s common stock, no par value per-share, as of June 30, 2011, held by those persons
deemed by the registrant to be non-affiliates was approximately. $48,892,296 (14,009,254 shares held by non-affiliates at $3.49
per share). For purposes of the foregoing calculation only, all directors,.executive officers, and 5% shareholders of the registrant
have been deemed affiliates.

As of March 20, 2012 there were 85,802,164 shares outstanding of the registrant’s common stock, no par value.

DOCUMENTS INCORPORATED BY REFERENCE

Document Incorporated ) - Where

1. Portions of the registrant’s Proxy Statement for the Annual Meetmg of .- Part III
Shareholders to be held on May 23, 2012 - ,



CAPITAL BANK CORPORATION
Annual Report on Form 10-K for the Year Ended December 31, 2011

~ INDEX
PARTI Page No.
Item 1. BUSIIESS .vovceeeeeeeseereeeeeetest et eseseessseaseseesesesesess et sasesessaseaberenaere e se st eab ot s R E s s R e R e b s s e b e R bR e R e b e b et e b e b e 4
Item 1A.  Risk Factors ..o, et ST SO FOUUPU OO TOUROTEUR SO OP SR 26
Item 1B.  Unresolved Staff Comments TR Deeeershenaianed : 47
Item 2. PIOPETHES ..coveveeenciiiiniiiceniee e et erteaesiertereestetes e s et et r e e R b e a b st e nnas 48
Item 3. Legal Proceedings ........cccceuvene. PR eteeres e s enenenasees fteeresetiarenteeteeaert e bear e e et sae st e st e ae bt sn e s erbeneas 48
Item 4. Mine Safety DISCIOSUIES ......vocerverrereiseassivnmsrsnsseessanesdnecnersnssiues eeeteereseeebe e e raasteereesnenstesneennneeraaanen evreenne 48
PART II
Item 5. Market for Registrant’s Common Equlty, Related Stockholder Matters and Issuer Purchases _
of Equity Securities. ..., ety , onnenes : : 48

Item 6. Selected Financial Data ....., 50
Item 7. Management’s Discussion and Analys1s of F1nanc1a1 Condmon and Results of Operations ...........ccoceeeevenens 52
Item 7A.  Quantitative and Qualitative Disclosures about Market Risk ..........c.ceceuveee. ereesteretstsseitsrsiasssseasanebesees everenes 77
Item 8. Financial Statements and Supplementary Data ...........cccvviiiiiinincinieieie st 78

Consolidated Balance Sheets as of December 31, 2011 (Successor) and December 31, 2010 (Predecessor) . 78

Consolidated Statements of Operations for the Period of January 29, 2011 to December 31, 2011

(Successor), the Period of January 1, 2011 to January 28, 2011 (Predecessor), and the Years Ended

December 31, 2010 and 2009 (Predecessor) ............................................................................................ 79
Consolidated Statements of Changes in Shareholders’ Equity and Comprehensive Income for the Period of

January 29, 2011 to December 31, 2011 (Successor), the Period of January 1, 2011 to January 28,

2011 (Predecessor), and the Years Ended December 31, 2010 and 2009 (Predecessor) .........c.oueueee. 80
Consolidated Statements of Cash Flows for the Period of January 29, 2011 to December 31, 2011

(Successor), the Period of January 1, 2011 to January 28, 2011 (Predecessor) and the Years Ended

December 31, 2010 and 2009 (Predecessor), veeesestestessrarereneieneasibsaresetnnisesnenisesragsasest esneassanessasttsasantenstases 82
Notes to Consolidated Financial Statements ...........c.co..oevveeen. Yaeeesinnerieseransiosseneennins O TSRS 84
Reports of Independent Registered Public Accountmg Firm .....ovomiiiniiiniin e reaeaaaes eersoners eavesens 126
Item 9. Changes in and Disagreements with Accountants on Accounting and Financial DiSclOSULe ....................oooen 130
Item 9A.  Controls and Procedures ‘ ferene 130
Item 9A(T). Controls and Procedures segeenn : 131
Item 9B..  Other Information .......... s bt sbent et e bbb 131
PART III
Item 10. Directors, Executive Officers and Corporate Governénee oo eerereen SR 131
Item 11. EXECULIVE COMPENSALION ...eonereeureeiveesiosennatiiessosiisissiesististasnessessissnsssntsssassassesnesasensaseasessessensesnesesssstssssssssenses 131
Item 12. Security Ownership of Certain Beneﬁ01al Owners and Management and Related Stockholder Matters 131
Item 13. Certain Relationships and Related Transactions, and Director Independence ................................................ 131
Item 14. Principal Accounting Fees and SEIVICES ..ottt et bbb 131
PART IV
Item 15. Exhibits and Financial Statement Schedules ............................... rereesreesteenraeree et e raee e s e et b et st s ans 132
Signatures ‘



PART 1
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As used in this document, the terms “we,” “us,” “our,” and “Company” mean Capital Bank Corporation and its subsidiaries
and/or management (unless the context 1nd1cates another meaning); the terms “Bank,” “Capital Bank, NA” and “Capital Bank”
means Capital Bank, National Association (unless the context indicates another meaning). Throughout this document, the banking
operations are generally discussed from the perspective of the management of the Company including management of affiliated
banks that ultimately merged with and into Capital Bank, NA.

Forward Looking Statements

Information set forth in this Annual Report on Form 10-K contains various “forward looking statements” within the meaning
of Section 274 of the Securities Act of 1933, as amended (the “Securities Act”) and Section 21E of the Securities Exchange Act of
1934, as amended (the “Exchange Act”), which statements represent the Company's judgment concerning the future and are °
subject to business, economic and other risks and uncertainties, both known and unknown, that could cause the Company’s
actual operating results and financial position to differ materially from the forward looking statements. Such forward looking
statements can be identified by the use of forward looking terminology such as “may,” “will,” “expect,” “anticipate,”
“estimate,” “believe,” or “continue,” or the negative thereof or other variations thereof or comparable terminology.

The Company cautions that any such forward looking statements are further qualified by important factors that could cause
the Company’s actual operating results to differ materially from those in the forward looking statements, including without
limitation, the management of the Company’s growth, the risks associated with possible or completed acquisitions, the risks
associated with the Bank’s loan portfolio, competition within the industry, dependence on key personnel, government regulation
and the other risk factors described in Part I- Item 1A. Risk Factors.

Any forward looking statements contained in this Annual Report on Form 10-K are as of the date hereof, and the Company
undertakes no duty to update them if views change later. These forward looking statements should not be relied upon as
representmg the Company'’s views as of any date subsequent to the date hereof.

ITEM 1. BUSINESS
The Company

Capital Bank Corporation (the “Company™) is a bank holding company incorporated under the laws of North Carolina on

August 10, 1998. Prior to June 30, 2011, the Company’s primary wholly-owned subsidiary was Capital Bank (“Old Capital

”’), a state-chartered banking corporation that was incorporated under the laws of North Carolina on May 30, 1997 and
commenced operations on June 20, 1997. The Company also serves as-the holding company for CB Trustee, LLC and has
interests in three trusts, Capital Bank Statutory Trust I, II and III (hereinafter collectively referred to as the “Trusts”). These
Trusts are not consolidated with the financial statements of the Company. CB Trustee, LLC was established to facilitate the
administration of deeds of trust relating to real property used as collateral to secure loans made by Old Capital Bank-and has no
assets, liabilities, operational income or expenses. Capital Bank Investment Services, Inc. currently has no operations and is
inactive, but remains a subsidiary of the Company.

The Trusts were formed for the sole purpose of issuing trust preferred securities. The proceeds from such issuances were
loaned to the Company in exchange for subordinated debentures, which are the sole assets of the Trusts. The Company’s
obligation under the subordinated debentures constitutes a full and unconditional guarantee by the Company of the Trusts’
obligations under the trust preferred securities. The Trusts have no operatlons other than those that are incidental to the issuance
of the trust preferred securities.

On June 30, 2011, Old Capital Bank merged (the “Bank Merger”’) with and into NAFH National Bank (“NAFH Bank”), a
national banking association and wholly-owned subsidiary of Capital Bank Financial Corp. (“CBF,” formerly known as “North
American Financial Holdings, Inc.”), with NAFH Bank as the surviving entity. In connection with the Bank Merger, NAFH Bank
changed its name to Capital Bank, National Association (“Capital Bank, NA,” “Capital Bank™ or the “Bank™). CBF currently owns
approximately 83% of the Company’s common stock. Upon closing of the CBF Investment, R. Eugene Taylor, CBF’s Chief
Executive Officer, Christopher G. Marshall, CBF’s Chief Financial Officer, and R. Bruce Singletary, CBF’s Chief Risk Officer,
were named as the Company’s CEO, CFO and CRO, respectively, and as members of the Company’s Board of Directors. In
addition, the Company’s Board of Directors was reconstituted with a combination of two existing members (Oscar A. Keller III
and Charles F. Atkins), Messrs. Taylor, Marshall and Singletary, and two additional CBF-designated members (Peter N. Foss and
William A. Hodges).



Prior to the Bank Merger, the Company operated 32 branch offices in North Carolina: five in Raleigh, four in Asheville, four
in Fayetteville; three in Burlington, three in Sanford, two in Cary, and one each in Clayton, Graham, Hickory, Holly Springs,
Mebane, Morrisville, Oxford, Pittsboro, Siler City, Wake Forest and Zebulon. Through our branches we offer a wide range of
commercial and consumer loans and deposits, as well as ancillary financial serv1ces

CBF Investment

On January 28, 2011 (the “Transaction Date”), the Company completed the issuance'and sale of 71,000,000 shares of its
common stock to CBF for $181,050,000 million in cash (the “CBF Investment™). In connection with the CBF Investment, each
Company shareholder as of January 27, 2011 received one contingent value right per share (“CVR”) that entitles the holder to
receive up to $0.75 in cash per CVR at the end of a five-year period based on the credit performance of Old Capital Bank’s then
existing loan portfolio. Also in connection with the CBF Investment, the Company’s Series A Preferred Stock and warrant to
purchase shares of common stock issued by the Company to the U.S. Treasury in connection:with the Troubled Asset Relief
Program (“TARP”) were repurchased '

Pursuant to the CBF Investment, shareholders as of J. anuary 27, 201 1 received non-transferable nghts to purchase a number
of shares of the Company’s common stock proportional to the nurnber of shares of common stock held by such holders on such
date, at a purchase price equal to $2.55 per share, subject to certain limitations (the “Rights Offering”). The Company issued
1,613,165 shares of common stock in exchange for $4,113,570.75 million upon completion of the Rights Offering on March 11,
2011. Direct offering costs of $300 thousand were recorded as a reduction to the proceeds of the Rights Offering.

Push-down accounting is required in purchase transactions that result in an entity. becoming substantially wholly owned.
Push-down accounting is required if 95% or more of the company has been acquired, permitted if 80% to 95% has been acquired,
and prohibited if less than 80% of the company is acquired. The Company determined push-down accounting to be appropriate
for this transaction, and as such, has applied the acquisition method of accouriting due to CBF’s acquisition of 85% of the
Company’s outstanding common stock on January 28, 2011.

The most significant fair value adjustments resulting from the application of the acquisition method of accounting were made
to loans. Accounting guidance requires that all loans held by the Company on the Transaction Date be recorded at their fair value.
The fair value of these acquired loans takes into account both the differences in loan interest rates and market rates and any
deterioration in their credit quality. Because concerns about the probability of receiving the full amount of the contractual -
payments from the borrowers was considered in estimating the fair value of the loans, stating the loans at their fair value results in
no allowance for loan loss being provided for these loans as of the Transaction Date. As of January 28, 2011, certain loans had
evidence of credit deterioration since origination, and it was probable that not all contractually required principal and interest
payments would be collected. Such loans identified at the time of the acquisition were accounted for using the measurement
provision for purchased credit-impaired (“PCI”’) loans, according to the FASB-Accounting Standards Codification (“ASC”) 310-
30. The special accounting for PCI loans not only requires that they are recorded at fair value at the date of acquisition and that
any related allowance for loan and lease losses is not permitted to be carried forward past the Transaction Date, but it also
governs how interest income will be recognized on these loans and how any further detenorauon in credit quahty after the
Transaction Date will be recognized and reported. ' : :

As a result of the adjustments required by the acquisition method of accounting, the Company’s balances and activity in the
Company’s consolidated financial statements prior to the CBF Invéstment have been labeled with “Predecessor Company” while
balances and activity subsequent to the CBF Investment have been labeled with “Successor Company.” Balances and activity
prior to the CBF Investment (Predecessor Company) are not comparable to balances and activity from periods subsequent to the
CBF Investment (Successor Company) due to new accounting bases as a result of recording them at their fair values as of the
CBF Investment date rather than their historical cost basis. To call attention to this lack of comparability, the Company has placed
a black line between Successor Company and Predecessor Company columns in the Consolidated Financial Statements, the tables
in the notes to the statements, and in Management’s Discussion and Analysis of Financial Condition and Results of Operations.

Bank Mergers

On June 30, 2011, Old Capital Bank, formerly a wholly-owned subsidiary of the Company, merged with and into NAFH Bank,
a national banking association, with NAFH Bank as the surviving entity. In connection with the Bank Merger, NAFH Bank changed
its name to Capital Bank, NA. On September 7, 2011, CBF acquired a controlling interest in Green Bankshares, Inc. (“Green
Bankshares”) and merged its banking subsidiary, GreenBank, with and into Capital Bank, NA. Following the GreenBank merger,
Capital Bank, NA is now owned by the Company, CBF, TIB Financial Corp. (“TIB Financial”), and Green Bankshares. CBF is the
owner of approximately 83% of the Company’s common stock, approximately 94% of TIB Financial’s common stock and
approximately 90% of Green Bankshares’ common stock.



Capital Bank, NA was formed on July 16, 2010-in connection with the purchase and assumption of assets and deposits of three
banks — Metro Bank of Dade County (Miami, Florida), Tumnberry Bank (Aventura, Florida)-and First National Bank of the South
(Spartanburg, South Carolina), (collectively, the “Failed Banks™) — from the Federal Deposit Insurance Corporation (the “FDIC”) and
is a party to loss sharing agreements with the FDIC covering the large majority of the loans it acquired from the FDIC. On April 29,
2011, Capital Bank, NA merged with TIB Bank, then a wholly-owned subsidiary of TIB Financial.

The Bank Merger occurred pursuant to the terms of an Agreement of Merger entered into by and between Old Capital Bank and
Capital Bank, NA, dated as of June 30, 2011. In the Bank Merger, each share of Old Capital Bank common stock was converted into
the right to receive shares of Capital Bank, NA common stock based on each entity’s relative tangible book value on March 31,
2011. Following the GreenBank merger, the Company now owns approximately 26% of Capital Bank, NA, with CBF having a
direct ownership of 19%, TIB Financial owning 21%, and Green Bankshares owning the remaining 34%. As of December 31, 2011,
Capital Bank, NA operated 143 branches in Florida, North Carolina, South Carolina, Tennessee and Virginia and had total assets of
$6.5 billion, total deposits of $5.1 billion and shareholders’ equity of $939.8 million. : .

The Bank Merger, the preceding merger of TIB Bank and Capital Bank, NA, and the succeeding merger of GreenBank and
Capital Bank, NA were restructuring transactions between commonly-controlled entities. At the time of the Bank Merger, due to
the deconsolidation of Old Capital Bank, the balance of accumulated other comprehensive income was reclassified to common
stock within shareholders’ equity. Immediately following the Bank Merger, on June 30, 2011, CBF, the Company and TIB
Financial made cash contributions of additional capital to Capital Bank, NA of $4.7 million, $6.1 million and $5.2 million,
respectively, in proportion to their respective ownership interests in Capital Bank, NA: On September 30, 2011, the Company
made a $10.0 million contribution of additional capital to Capital Bank, NA in exchange for additional shares of Capital Bank,
NA. These capital contributions were made to provide additional capital support for the general business operations of Capital
Bank, NA. ‘ : : ' :

The Company reports its investment in Capital Bank, NA on the Consolidated Balance Sheet as an equity method investment
in that entity. As of December 31, 2011 (Successor), the Company’s investment in Capital Bank, NA totaled $243.7 million,
which reflected the Company’s pro rata ownership of Capital Bank, NA’s total shareholders’ equity. The Company also had an
advance to Capital Bank, NA totaling $3.4 million as of December 31, 2011 (Successor). In the successor period from June 30,
2011 to December 31, 2011, the Company increased the equity investment balance by $4.0 million based:on its equity in Capital
Bank, NA’s net income and increased the equity investment balance by $771 thousand based on its equity in Capital Bank, NA’s
other comprehensive income. ' :

Potential Merger of the Company and CBF

On September 1, 2011, the Boards of Directors of CBF and the Company approved and adopted a merger agreement. The
merger agreement provides for the merger, following the receipt of shareholder approval by the Company’s shareholders
(including CBF), of the Company with and into CBF, with CBF continuing as the surviving entity (the “merger”). In the merger,
each share of the Company’s.common stock issued and outstanding immediately prior to the completion of the merger, except for
shares for which appraisal rights are properly exercised and certain shares held by CBF or the Company, will be converted into
the right to receive 0.1354 of a share of CBF Class A common stock. No fractional shares of Class A common stock will be -
issued in connection with the merger, and holders of the Company’s common stock will be entitled to receive cash in lieu thereof.

Since CBF is the majority shareholder of the Company, CBF will be able to determine the outcome of the shareholder vote
needed to approve the merger. » , . .

Capital Bank, NA’s Business Strategy

Our business strategy is to build a mid-sized regional bank by operating, integrating and growing our existing operations as
well as to acquire other banks, including failed, underperforming and undercapitalized banks and other complementary assets. We
believe recent and continuing dislocations in the southeastern U.S. banking industry have created an opportunity for us to create a
mid-sized regional bank that will be able to realize greater economies of scale compared to smaller community banks while still
providing more personalized, local service than larger-sized banks.

Operating Strategy -
Our operating strategy emphasizes relationship banking focused on commercial and consumer lending and deposit gathering.

We have organized operations under a line of business operating model; under which we have appointed experienced bankers to
oversee loan and deposit production in each of our markets, while centralizing credit, finance, technology and operations
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functions. Our management team possesses significant executive-level leadership experience at Fortune 500 financial services
companies, and we believe this experience is an important advantage in executing this regional, more focused, bank business
model.

Organic Loan and Deposit Growth

The primary components of our operating strategy are to originate high-quality loans and low-cost customer deposits. Our
executive management team has developed a hands-on operating culture focused on performance and accountability, with
frequent and detailed oversight by executive management of key performance indicators. We have implemented a sales
management system for our branches that is focused on growing loans and core deposits in each of our markets. We believe that
this system holds loan officers and branch managers accountable for achieving loan production goals, which are subject to the
conservative credit standards and disciplined underwriting practices that we have implemented as well as compliance,
profitability and other standards that we monitor. We also believe that accountability is crucial to our results. Our executive
management monitors production, credit quality and profitability measures on a quarterly, monthly, weekly and, in some cases,
daily basis and provides ongoing feedback to our business unit leaders: During 2011, we originated $728.4 million of new
commercial and consumer loans. During this period, the Bank also gtew its core deposits by $265.4 million (or 29.3% annualized.
growth) excluding the initial increase in deposits resulting from CBF’s acqu1s1t10ns of Capital Bank Corporation and Green
Bankshares. : :

The current market conditions have forced many banks to focus internally, which we believe creates an opportunity for
organic growth by strongly capitalized banks such as ourselves. We seek to grow our loan portfolio by offering personalized
customer service, local market knowledge and a long-term perspective. We have selectively hired experienced loan officers with
local market knowledge and existing client relationships. Additionally, our executive management team takes an active role in
soliciting, developing and maintaining client relatlonshlps

Efficiency and Cost Savmgs

Another key element of our strategy is to operate efficiently by carefully managmg our cost structure and taking advantage of
economies of scale afforded by our acquisitions to control operating costs. We have been able to reduce headcount by
consolidating duplicative operations of the acquired banks and streamlining management. In addition, we expect to recognize
additional cost savings now that we have fully integrated Green Bankshares with the rest of CBF’s business. We plan to further
improve efficiency by boosting the productivity of our sales force through our focus on accountability and employee incentives
and through selective hiring of experienced loan officers with existing books of business.

To evaluate and control operating costs, we monitor certain performance metrics including our efficiency ratio, which equals
total noninterest expense divided by net revenue (net interest income plus noninterest income). Our efficiency ratio has been and
is expected to continue to be significantly impacted by certain costs that follow acquisitions of financial institutions. Capital
Bank, NA’s efficiency ratio for 2011 was 69.9%, which was impacted by $7.6 million of conversion expenses due to integration
of the-acquired banks. Excluding the impact of these items, Capital Bank, NA’s adjusted efficiency ratio for 2011 was 66.6%. The
adjusted efficiency ratio is a non-GAAP measure which we believe provides investors with information useful in understanding
our business and our operating efficiency. Comparison of our adjusted efficiency ratio with those of other companies may not be
possible because other companies may calculate the adjusted efﬁciency ratio differently. The adjusted efficiency ratio, which
equals adjusted noninterest expense (noninterest expense less conversion expense) divided by net revenue (net interest income
plus noninterest income), for the year ended December 31, 2011 is as follows:

Capital Bank, NA | Efficiency Ratio

December 31, 2011 } " Non-adjusted - - Adjusted
(Dollars in thousands) - X : .
Noninterest expense S 163,71 0 $ - 163,710
Less: conversion expense : o — (7,620)
Noninterest expense, adjusted =~ - 163,710 156,090
Net interest income 193,598 193,598
Noninterest income 40,660 40,660
Net revenue $ 234,258 $ 234,258
Efficiency ratio 69.9% - 66.6%



Capital Bank, NA’s Acquisition and Integration Strategy
Acquisition and Integration Strategy

We seek acquisition opportunities consistent with our business strategy that we believe will produce attractive returns for our
stockholders. We plan to pursue acquisitions that position us in southeastern U.S. markets with attractive demographics and
business growth trends, expand our branch network in existing markets, increase our earnings power or enhance our suite of
products. Our future acquisitions may include distressed assets sold by the FDIC or another seller where our operations,
underwriting and servicing capabilities or management experience give us an advantage in evaluating and resolving the assets.

Our acquisition process begins with detailed research of target institutions and the markets they serve. We then draw on our
management team’s extensive experience and network of industry contacts in the southeastern region of the United States. Our
research and analytics team, led by our Chief of Investment Analytics.and Research, maintains lists of priority targets for each of
our markets. The team analyzes financial, accounting, tax, regulatory, demographic, transaction structures and competitive
considerations for each target and prepares acquisition projections for review by our executive management team and Board of
Directors. o ' : e ,

As part of our diligence process in connection with potential acquisitions, we undertake a detailed portfolio- and loan-level
analysis conducted by a team of experienced credit analysts led by our Chief Risk Officer. In addition, our executive management
team engages the target management teams in active dialogue and personally conducts extensive on-site diligence at target
branches. o ; '

Our executive management team has.demonstrated success not-only in acquiring financial institutions and combining them
onto a common platform, but also in managing the integration of those financial institutions. Our management team develops
integration plans prior to the closing of a given transaction that allows us to (1) reorganize the acquired institution’s management
team under our line of business model immediately after closing; (2) implement our credit, risk and interest rate risk management,
liquidity and compliance and governance policies and procedures; and (3) integrate our target’s technology and processing
systems rapidly. Using our procedures, we have already integrated credit and operational policies across each of our acquisitions.
We reorganized the management of the Failed Banks within three months of closing, and we merged their core processing
systems with TIB Financial’s platform within six months. We also fully integrated Capital Bank Corporation in July 2011 and
Green Bankshares in February 2012. ' : . '

Sound Risk Management

Sound risk management is an important element of our commercial/retail bank business model and is overseen by our Chief
Risk Officer, Bruce Singletary, who has over 19 years of experience managing credit risk. Our credit risk policy, which has been
implemented across our organization, establishes prudent underwriting guidelines, limits portfolio concentrations by geography
and loan type and incorporates an independent loan review function. Mr. Singletary has created a special assets division with 35
employees to work out or dispose of legacy problem assets using a detailed process taking into account a borrower’s repayment
capacity, available guarantees, collateral value, interest accrual and other factors. We believe our risk management policies
establish conservative regulatory capital ratios, robust liquidity (including contingency planning), limitations on wholesale
funding (including brokered CDs, holding company debt and advances from the FHLB), and restrictions on interest rate risk.

Our Competitive Strengths

* Experienced and Respected Management Team with a Successful Track Record. Members of our executive
management team and Board of Directors have served in executive leadership roles at Fortune 500 financial services
companies, including Bank of America, Fifth Third Bancorp and Morgan Stanley. The executive management team has
extensive experience overseeing commercial and consumer banking, mergers and acquisitions, systems integrations,
technology, operations, credit and regulatory compliance. Many members of our executive management team are from
the southeastern region of the United States and have an extensive network of contacts with banking executives, existing
and potential customers, and business and civic leaders throughout the region. We believe our executive management
team’s reputation and track record give us an advantage in negotiating acquisitions and hiring and retaining experienced
bankers.



*  Growth-Oriented Business Model. Our executive management team seeks to foster a strong sales culture with a focus on
developing key client relationships, including direct participation in sales calls, and through regular reporting and
accountability while emphasizing risk management. Our executive management and line of business executives monitor
performance on a quarterly, monthly, weekly, and in some cases, daily basis, and our compensation plans reward core

* deposit and responsible commercial loan growth, subject to credit quality, compliance and profitability standards. We
have an integrated, scalable core processing platform and centralized credit, finance and technology operations that we
believe will support future growth. Our business model contributed to the Bank’s $728.4 million of commercial and
consumer loan originations and $265.4 million in total deposit growth for 2011, excluding the initial increase in deposits
resulting from CBF’s acquisitions of Capital Bank Corporation and Green Bankshares.

*  Highly Skilled and Disciplined Acquirer. CBF has executed six acquisitions in just 14 months. CBF integrated its first
four investments into a common core processing platform within six months, the fifth in July 2011 and the sixth in
Febniary 2012. We believe our track record of completing and infegrating transactions quickly has helped us negotiate
transactions on more economically favorable terms. CBF has conducted due diligence on more than 82 ﬁnanc1a1
institutions, many of whlch its diligence process 1nd1cated would not meet its strategic obj ectlves

*  Reduced-Risk Legacy Portfolio. Our acqulred loan portfolios have been marked-to-market with the application of the
acquisition method of accounting, meaning that the carrying value of these assets at the time of their acquisitions
reflected our estimate of lifetime credit losses. In addition, as of December 31, 2011, approximately 13% of our loan
portfolio was covered by the loss sharing agreements we entered into with the FDIC, resulting in limited credit risk
exposure for these assets.

*  Excess Capital and Liquidity. As a result of its private placements and the disciplined deployment of capital, we have
ample capital with which to make acquisitions. As of December 31, 2011, CBF had a 13.3% tangible common equity
ratio' (which is a non-GAAP measure used by certain regulators, financial analysts and others.to measure core capital
strength) and a 12.5% Tier 1 leverage ratio, which provides CBF with $161.7 million in excess capital relative to the 10%
Tier 1 leverage standard required under Capital Bank, NA’s operating agreement with the OCC. As of December 31,
2011, Capital Bank, NA had a 10.7% Tier 1 leverage ratio, a 16.3% Tier 1 risk-based ratio and a 17.1% total risk-based
capital ratio. As of December 31, 2011, the Capital Bank had cash and securities equal to 21.6% of total assets,
representing $426.9 million of liquidity in.excess of our target of 15%, which provides ample liquidity to support our
existing banking franchises. Further, our investment portfolio consists primarily of U.S. agency-guaranteed mortgage-
backed securities, which have limited credit or liquidity risk. See “Management’s Discussion and Analysis of Financial
Condition and Results of Operations — Capital Resources and Liquidity Management” for a discussion.of the use of the
tangible common equity ratio in our business and the reconciliation of tangible common equity ratio.

* Scalable Back-Office Systems. All of CBF’s acquired institutions operate on a single information processing system.
Green Bankshares separately uses the same operating platform, which we have begun to integrate onto our common
information processing system. Our systems are designed to accommodate all of our projected future growth and allow us
to offer our customers virtually all of the services.currently offered by the nation’s largest financial institutions, including
state-of-the-art online banking. Enhancements made to our systems are included to improve our commercial and
consumer loan origination, electronic banking and direct response marketing processes, as well as enhance cash
management, stteamlined reporting, reconciliation support and sales support. : :

Our Market Area

We view our market area as the southeastern region of the United States: Our six acquisitions have established a footprint
defined by the Miami-Raleigh-Nashville triangle, which includes the Carolinas, Southwest Florida (Naples) and Southeast Florida
(Miami-Dade and the Keys). These markets include a combination of large and fast-growing metropolitan areas that we believe
will offer us opportunities for organic loan and deposit growth. Approximately 47% of our current branches are located in our
target MSAs.

! The tangible common equity ratio is a non-GAAP measure calculated as tangible common equity divided by tangible assets. Tangible
common equity is calculated as total shareholders’ equity less preferred stock and less goodwill and other intangible assets, net and tangible
assets are calculated as total assets less goodwill and other intangible assets, net.



Products and Services
Banking Services by Business Line

Capital Bank, NA has integrated each of CBF’_s six aci_;uisitionS under a single line of business operating model. Under this
model, we have appointed experienced bankers to. oversee loan and deposit growth in each of our markets, while we have
centralized other functions, including credit, finance, operations, marketing, human resources and information technology.

The Commercial Bank

Our commercial bank business consists of teams of commercial loan officers operating under the leadership of commercial
banking executives in Florida, the Carolinas and Tennessee. The commercial banking executives are responsible for production
goals for loans, deposits and fees. They work with senior credit officers to ensure that loan production is consistent with our loan
policies and with financial officers to ensure that loan pricing is consistent with our profitability goals. We focus our commercial
bank business on loan originations for estabhshed small and middle-market businesses with whom we develop personal
relationships that we believe give us a competitive advantage and differentiates us from larger banking institutions. In addition,
our commercial lending teams coordinate with personnel in our consumer bank business to provide personal loans and other
services to the owners and managers and employees of the bank’s commercial clients. At December 31, 2011, commercial loans
totaled $2.9 billion (or 67.0% of our total loan portfoho) Commercial underwriting is dnven by cash flow analy51s supported by
collateral analysis and review. Our commercial Iendmg teams offer a wide range of commercial loan products, including:

* owner occupied commercial real estate construction and term loans;
» working capital loans and lines of credit;
* demand, term and time loans; arid -

. equlpment inventory and accounts recelvable ﬁnancmg

During 2011, Capital Bank ongmated $561.8 million of new commermal loans. Qur commercial lendmg teams also seek to
gather low-cost deposﬂs from commercial customers in connection with extending credit. In addition to business demand, savings
and money market accounts, we also provide specialized cash management services and deposit products.

The Consumer Bank

Our consumer bank business consists of Capital Bank, NA’s retail banking branches and associated businesses. Similar to
our commercial bank business, we have organized the consumer bank by geographical market, with divisions consisting of our
Florida, Carolinas and Tennessee branches. Each division reports to a consumer banking executive responsible for achieving core
deposit and consumer loan growth goals. Pricing of our deposit products is reviewed and approved by our asset-liability
committee and the standards for consumer loan credit quality are documented in our loan policy and reviewed by our credit
executives. . :

We seek to differentiate our consumer bank business from competitors through the personalized service offered by our
branch managers, customer service representatives, tellers and other staff. We offer various services to meet the needs of our
customers, including checking, savings and money market accounts, certificates of deposit and debit and credit cards. Our
products are designed to foster relationships by rewarding our best customers for desirable activities such as debit card
transactions, e-statements and direct deposit. In addition to traditional products and services, we offer competitive technology in
Internet banking services, which we plan to further upgrade in order to keep pace with technological improvements. Consumer
loan products we offer include:

* home equnl:y;lmes of credit; . : E
» residential first lien mortgages;

* second lien mortgages;

* new and used auto loans;

¢ new and used boat loans;
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» overdraft protection; and

» unsecured personal credit lines.

Branch managers and their staff are charged with growing core deposits with a special focus on new demand deposit
accounts and expected to conduct outbound telephone campaigns, generate qualified referrals, collaborate with business partners
in the commercial lending teams and evaluate; and make informed decisions with respect to, existing and prospective customers.
In 2011, the Bank generated organic core deposit growth of $265.4 million (or 29.3% annualized growth) excluding the initial
increase in deposits resulting from the acquisitions of Capital Bank Corporation and Green Bankshares. As of December 31,
2011, consumer loans totaled $1.4 billion. During 2011, the Bank originated $166.6 million of new consumer loans.

Ancillary Fee-Based Businesses

Mortgage Banking

Through our newly established mortgage banking business, we aim to originate high-quality loans for customers who are
willing to establish a deposit relationship with us. The mortgage loans in our portfolio that do not meet this criterion are sold in to
the secondary market to buyers, such as Fannie Mae and Freddie Mac, and provide an additional source of fee income. Our
mortgage banking capabilities include conventional and nonconforming mortgage underwriting and construction and permanent
financing. : :

Private Banking, Trust and Investment Management

We offer private banking and wealth management services to affluent clients, business owners and retirees, building new
relationships and expanding existing relationships to grow deposits, loans and fiduciary and investment management fee income.
Through private banking, we offer deposit products, commercial and consumer loans, including mortgage financing, and
investment accounts providing access to a wide range of mutual funds, annuities and other financial products, as well as access to
our affiliate, Naples Capital Advisors, which is a registered 1nvestment advisor with approx1mately $102 million in assets under
management as of December 31, 201 1. :

Lending Activities

We ongmate a variety of loans, including loans secured by real estate, loans for construc’uon loans for commercxal purposes,
loans to individuals for personal and household purposes, loans to municipalities and loans for new and used cars. A significant
portion of our loan portfolio is related to real estate. As of December 31, 2011, loans related to real estate totaled $3.7 billion (or
86% of our total loan portfolio). The economic trends in the regions we serve are influenced by the industries within those .
regions. Consistent with our emphasis on being a community-oriented financial institution, most of our lending activity is with
customers located in and around counties in which we have banking offices. As of December 31, 2011, our owner occupied: .
commercial real estate loans, non-owner occupied commercial real estate loans, residential mortgage loans and commercial and-
industrial loans represented 21%, 21%, 19% and 11%, respectlvely, of our $4.3 billion loan portfolio. e

We use a centralized risk management process to ensure umform credit underwriting that adheres to our loan policies as -
approved annually by the CBF Board of Directors. Lending policies are reviewed on a regular basis to confirm that we are
prudent in setting underwriting criteria. Credit risk is managed through a number of methods, including a loan approval process
that establishes consistent procedures for the processing and approval of loan requests, risk grading of all commercial loans and
certain consumer loans and coding of all loans by purpose, class and collateral type. We seek to focus on underwriting loans that
enhance a balanced, diversified portfolio. Management analyzes our commercial real estate concentrations by market and region
on a regular basis in an attempt to prevent overexposure to any one type of commercial real estate loan and incorporates third-
party real estate and market analysis to monitor market conditions. As-of December 31, 2011, the carrying value of our
commercial real estate loans in North Carolina, South Carolina, Florida, Tennessee and Virginia totaled $699.2 million, $303.6 -
million, $794.4 million, $596.0 million and $15.8 million, respectively. At December 31, 2011, commercial real estate loans in all
regions totaled $2.4 billion (21% of which was owner occupied commercial real estate). We have recently tightened underwriting
and pricing standards for indirect auto and residential mortgage lending and deemphasized originations of commercial real estate
mortgages. :

We believe that early detection of potential credit problems through regular contact with our clients, coupled with consistent
reviews of the borrowers’ financial condition, are important factors in overall credit risk management, Our approach to
proactively manage credit quality is to aggressively work with customers for whom a problem loan has been identified and assist
in resolving issues before a default occurs.
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A key component of our growth strategy is to grow our loan portfolio by originating high-quality commercial and consumer
loans, other than non-owner occupied real estate loans, that comply with our conservative credit policies and that produce
revenues consistent with our financial objectives. From December 31, 2010 to December 31, 2011, the Bank’s loan portfolio
grew organically by $107.9 million (or 6.2% annualized growth), excluding the initial increase in loans resulting from the
acquisitions of Capital Bank Corporation and Green Bankshares, with $728.4 million in new originations partially offset by pay-
downs, dispositions and charge-offs. Additionally, we are working to reduce excessive concentrations in commercial real estate,
which characterized our acquisitions’ legacy portfolios, in order to achieve a more diversified portfolio. It is our long-term goal to
reduce the commercial real estate concentration to approximately 20% of our total loan portfolio.

In addition, we operate an indirect auto lending business which originates loans for new and used cars through relationships
with dealers in Southwest Florida, Southeast Florida, the Florida Keys and Tennessee. Loans are approved subject to review of
FICO credit scores, vehicle age, and loan-to-value. We are in the process of implementing an expert scoring model which will
include additional proprietary underwriting factors. We set pricing for loans based on credit score, vehicle age, and loan term. As
of December 31, 2011, we had $87.2 million of indirect auto loans.

Deposits

Deposits are the primary source of funds for lending and investing activities and their cost is the largest category of interest
expense. Deposits are attracted principally from clients within our branch network through the offering of a wide selection of
deposit instruments to individuals and businesses, including noninterest-bearing checking accounts, interest-bearing checking
accounts, savings accounts, money market deposit accounts, certificates of deposit and individual retirement accounts. We are
focused on reducing our reliance on high-cost certificates of deposit as a source of funds with low-cost deposit accounts. Deposit
account terms vary with respect to the minimum balance required, the time period the funds must remain on deposit and service
charge schedules. Interest rates paid on specific deposit types are determined based on (1) the interest rates offered by
competitors, (2) the anticipated amount and timing of funding needs, (3) the availability and cost of alternative sources of funding
and (4) the anticipated future economic conditions and interest rates. Client deposits are attractive sources of funding because of
their stability and relatively low cost. Deposits are regarded as an important part of the overall client relationship and provide
opportunities to cross-sell other services. In addition, we gather a portion of our deposit base through brokered deposits. At
December 31, 2011, total deposits were $5.1 billion of which $5.0 billion (or 97%) were non-brokered deposits and $143.1
million (or 3%) were brokered deposits. At December 31, 2011, our core deposits (total deposits less time deposits) consisted of
$683.3 million of noninterest checking accounts, $1.1 billion of negotiable order of withdrawal accounts, $296.4 million of
savings accounts and $868.4 million of money market deposits. For the foreseeable future, we remain focused on retaining and
growing a strong deposit base and transitioning certain of our customers to low-cost banking serv1ces as high-cost funding
sources, such as high-interest certificates of deposit, mature.

Investing Activities

Investment securities represent a significant portion of Capital Bank, NA’s assets. The Bank invests in securities as allowable
under bank regulations. These securities include obligations of the U.S. Treasury, U.S. government agencies, U.S. government-
sponsored entities, including mortgage-backed securities, bank eligible obligations of any state or political subdivision, privately-
issued mortgage-backed securities, bank eligible corporate obligations, mutual funds and limited types of equity securities. Our
investment activities are governed internally by a written, Board-approved policy. The investment policy is carried out by the
Bank’s Asset-Liability Committee (“ALCO”), which meets regularly to review the economic environment and establish
investment strategies. :

Investment strategies are reviewed by ALCO based on the interest rate environment, balance sheet mix, actual and
anticipated loan demand, funding opportunities and the overall interest rate sensitivity of the Bank. In general, the investment
portfolio is managed in a manner appropriate to the attainment of the following goals: (i) to provide a sufficient margin of liquid
assets to meet unanticipated deposit and loan fluctuations and overall funds management objectives; (ii) to provide eligible
securities to secure public funds and other borrowings; and (iii) to earn the maximum return on funds invested that is
commensurate with meeting the requirements of (i) and (ii).

Marketing

Our marketing activities support all of our products and services described above. Historically, most of our marketing efforts
have supported our real estate mortgage, commercial and retail banking businesses. Our marketing strategy aims to:
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» capitalize on our personal relationship approach, which we believe differentiates us from our larger competitors in both
the commercial and residential mortgage lending businesses;

* meet our growth objectives based on cutrent economic and market conditions;

+ attract core déposits held in checking, savings, money market and certificate of deposit accounts;
+ provide customers with access to our local execultives; | |

» appeal to customers in our region who value quality banking products and personal service;

+  pursue commercial and industrial lending opportunities with small to mid-sized businesses that are underserved by our
“larger competitors;

« cross-sell our products and services to our existing customers to leverage our relatlonsh1ps grow fee income and enhance
profitability;

+ utilize existing industry relationships cultivated by our senior management team; and

¢ adhere to safe and sound credit standards.

We use a variety of targeted marketing media including the Internet, print, direct mail and financial newsletters. Our online
marketing activities include paid advertising, as well as cross-sale marketing through our website and Internet banking services.
We believe our marketing strategy will enable us to take advantage of lower average customer acquisition costs, build valuable -
brand awareness and lower our funding costs. :

Information Technology Systems

We have made and continue to make investments in our information technology systems for our banking and lending
operations and cash management activities. We seek to integrate our acquisitions quickly and successfully and believe this is a
necessary investment in order to enhance our capabilities to. offer new products and overall customer experience and to provide
scale for future growth and acquisitions. Our enhancements are tailored to improve our commercial and consumer loan
origination, electronic banking and direct response marketing processes, as well as enhance cash management, streamlined
reporting, reconciliation support and sales support. We work closely with certain third-party service providers to which we
outsource certain of our systems and infrastructure. We use the Jack Henry SilverLake System as our banking platform and
believe that the scalability of our infrastructure will support our growth strategy and that this platform will support our growth
needs.

Competition

The financial services industry in general and our primary markets of South Florida, Tennessee and the Carolinas are highly.
competitive. We compete actively with national, regional and local financial services providers, including banks, thrifts, credit
unions, mortgage bankers and finance companies, money market mutual funds and other financial institutions, some of which are
not subject to the same degree of regulation and restrictions imposed upon us. Our largest competitors include Bank of America,
Wells Fargo, BB&T, First Citizens, Royal Bank of Canada, SunTrust, Regions, FNB United Corp., Toronto-Dominion, Synovus,
First Financial, SCBT, JPMorgan Chase, Citigroup, EverBank, Fifth Third Bancorp, First Horizon, Pinnacle Financial, First
South and U.S. Bancorp.

Competition among providers of financial products and services continues to increase, with consumers having the
opportunity to select from a growing variety of traditional and nontraditional alternatives. The primary factors driving commercial
and consumer competition for loans and deposits are interest rates, the fees charged, customer service levels and the range of
products and services offered. In addition, other competitive factors include the location and hours of our branches and customer
service.

Employees

At December 31, 2011, Capital Bank, NA had over 1,375 full-tixhe;employees and 165 part-time employees. None of our
employees are parties to a collective bargaining agreement. We consider our relationship-with our employees to be adequate.
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Facilities and Real Estate
Capital Bank, NA currently leases approximately 263,000 square feet of office and operations space in North Carolina,
Florida and South Carolina. We operate 35 branches in Florida, 32 in North Carolina, 12 in South Carolina, 63 in Tennessee and
one in Virginia. Of these branches, 42 were leased and the rest were owned. In addition, the Bank owns approximately 110,000

square feet and leases approximately 100,000 square feet of non-branch office space. Management believes the terms of the
various leases are consistent with market standards and were arrived at through arm’s-length bargaining.

Related Person Transactions

Certain of the directors and executive officers of Capital Bank, NA, members of their immediate families and entities with
which they are involved are customers of and borrowers from the Bank. As of December 31, 2011, total loans outstanding to
directors and executive officers of the Bank, and their associates as a group, equaled approximately $13.1 million. All outstanding
loans and commitments included in such transactions were made in the ordinary course of business, on substantially the same
terms, including interest rates and collateral, as those prevailing at the time in comparable transactions with persons not related to
the Bank, and did not involve more than the normal risk of collectability or present other unfavorable features.

Due to the Bank Merger, the Company reported no loans or dep081ts on its Consohdated Balance Sheet as of December 31,
2011 (Successor).

Supervision and Regulation

The U.S. banking industry is highly regulated under federal and state law. These regulations affect the operations of the
Company and its subsidiaries. Investors should understand that the primary objectives of the U.S. bank regulatory regime are the
protection of depositors and consumers and maintaining the stability of the U.S. financial system, and not the protectlon of
stockholders.

As a bank holding company, we are subject to supervision and regulation by the Federal Reserve. Qur national bank
subsidiary-(which will be our sole bank subsidiary following the reorganization) is subject to supervision and regulation by the
OCC, the Consumer Financial Protection Bureau (which we refer to as the “CFPB”) and the FDIC., In addition, we expect that the
additional businesses that we may invest in or acquire will be regulated by various state and/or federal regulators, including the
OCC, the Federal Reserve the CFPB and the FDIC.

The descnptlon below summarizes certain-elements of thie applicable bank regulatory framework. This description is not
intended to describe all laws and regulations applicable to us'and our subsidiaries. Banking statutes, regulations and policies are
continually under review by Congress and state legislatures and federal and state regulatory agencies and changes in them,
including changes in how they are interpreted or implemented, could have material effects on our business. In addition to laws
and regulations, state and federal bank regulatory agencies may issue policy statements, interpretive letters and similar written
guidance applicable to us and our subsidiaries. These issuances also may affect the conduct of our business or impose additional
regulatory obligations. The description is qualified in its entirety by reference fo the full text of the statutes, regulatmns policies,
1nterpret1ve letters and other written guidance that are described.

Bank Holding Company Regulatmns

Any entity that acquires direct or indirect control of a bank must obtain prior approval of the Federal Reserve to become a
bank holding company pursuant to the BHCA. As a bank holding company, we are subject to regulation under the BHCA and to
examination, supervision and enforcement by the Federal Reserve. While subjecting us to supervision and regulation, we believe
that being a bank holding company (as opposed to a non-controlling investor) broadens the investment opportunities available to
us among public and private financial institutioris, failing and distressed financial institutions, seized assets and deposits and
FDIC auctions. Federal Reserve jurisdiction also extends to any company that is directly or indirectly controlled by a bank
holding company, such as subsidiaries and other companies in which the bank holding company makes a controlling investment.

Statutes, regulations and policies could restrict our ability to diversify into other areas of financial services, acquire
depository institutions and make distributions or pay dividends on our equity securities. They may also require us to provide
financial support to any bank that we control, maintain capital balances in excess of those desired by management and pay higher
deposit insurance premiums as a result of a géneral deterioration in the financial condition of Capital Bank or other depository
institutions we control. They may also limit the fees and prices Capital Bank charges for its consumer services.
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Capital Bank, NA as a National Bank

Capital Bank is a national bank and is subject to supervision (including regular examination) by its primary banking -
regulator, the OCC. Retail operations of the bank are also subject to supervision and regulation by the CFPB. Capital Bank’s
deposits are insured by the FDIC through the Deposit Insurance Fund (the “DIF”) up to applicable limits.in the manner and extent
provided by law. Capital Bank is subject to the Federal Deposit Insurance Act, as amended (which we refer to as the “FDI Act”),
and FDIC regulations relating to deposit insurance and may also be subject to supervision by the FDIC under certain
circumstances.

OCC Operating Agreement and FDIC Order

Capital Bank is subject to specific reqmrements pursuant to the OCC- Operating Agreement which it entered into with the
OCC in connection with our acquisition of the Failed Banks. The OCC Operating Agreement requires, among other things, that
Capital Bank maintain various financial and capital ratios and provide notice to, and obtain consent from, the OCC with respect to
any additional failed bank acquisitions from the FDIC or the appointment of any new director or senior executive officer of
Capital Bank.

Capital Bank (and, with respect to certain provisions, CBF) is also subject to the FDIC Order issued in connection with the
FDIC’s approval of our applications for deposit insurance for the Failed Banks. The FDIC Order requires, among other things,
that during the first three years following our acquisition of the Failed Banks, Capital Bank must obtain the FDIC’s approval
before implementing certain compensation plans and submit updated business plans and reports of material deviations from those
plans to the FDIC. Additionally, the, FDIC Order requires that Capital Bank maintain Tier 1 common equity (a non-GAAP
measure) to total assets of at least 10% during such three—year penod and after such three-year period to remain “well
capitalized.” : ~

A failure by CBF or Capital Bank to comply with the requirements of the OCC Operating Agreement or the FDIC Order
could subject CBF to regulatory sanctions; and failure to comply, or.the objection, or imposition of additional conditions by the
OCC or the FDIC, in connection with any materials or information submitted thereunder; could prevent CBF from executing its
business strategy and negatively impact its business, financial condition, liquidity and results of operations. As of December 31,
2011, Capital Bank was in compliance with all of the material terms of the OCC Operating Agreement and FDIC Order.

Regulatory Notice and Approval Requirements for Acquisitions of Control

We must generally receive federal regulatory approval before we can acquire an institution or business. Specifically, a bank
holding company must obtain prior approval of the Federal Reserve in connection with any acquisition that results in the bank
holding company owning or controlling more than 5% of any class of voting securities of a bank or another bank holding
company.: In acting on such applications of approval, the Federal Reserve considers, among other factors: the effect of the
acquisition on competition; the financial condition and future prospects of the applicant and the banks involved; the managerial
resources of the applicant and the banks involved; the convenience and needs of the community, including the record of
performance under the CRA; the effect of the acquisition on the stability of the United States banking or financial system; and the
effectiveness of the applicant in combating money laundering-activities. Our ability to make investments in depository institutions
will depend on our ability to obtain approval of the Federal Reserve. The:Federal Reserve could deny our application based on the
above criteria or other considerations. We may also be required to sell branches as a condition to receiving regulatory approval,
which may not be acceptable to us or, if acceptable to us, may reduce the benefit of any acquisition.

Federal and state laws impose additional notice, approval and ongoing regulatory requirements on any investor that seeks to
acquire direct or indirect “control” of an FDIC-insured depository institution or bank holding company. These laws include the
BHCA and the Change in Bank Control Act. Among other things, these laws require regulatory filings by an investor that seeks to
acquire direct or indirect “control” of an FDIC-insured depos1tory institution.

Broad Supervnsnonand Enforcement Powers

The Federal Reserve, the OCC and the FDIC have broad supervisory and enforcement authority with regard to bank holding
companies and banks, including the power to conduct examinations and investigations, issue cease and desist orders, impose fines
and other civil and criminal penalties, terminate deposit insurance and appoint a conservator or receiver. The CFPB similarly has
broad regulatory supervision and enforcement authority with regard to consumer protection matters affecting us or our
subsidiaries. Bank regulators regularly examine the operations of banks and bank holding compames In addition, banks and bank
holding companies are subject to periodic reportmg and filing requlrements

-15-



Bank regulators have various remedies available if they determine that the financial condition, capital resources, asset
quality, earnings prospects, management, liquidity or other aspects of a banking organization’s operations are unsatisfactory. The
regulators ‘may also take action if they determine that the banking organization or its management is violating or has violated any
law or regulation. The regulators have the power to, among other things: enjoin “unsafe or unsound” practices, require affirmative
actions to correct any violation or practice, issue administrative orders that can be judicially enforced, direct increases in capital,
direct the sale of subsidiaries or other assets; limit dividends and dlstnbutlons restrict growth, assess c1v11 monetary penalties,
remove officers and directors and terminate deposit insurance. »

Engaging in unsafe or unsound practices or failing to comply with applicable laws, regulations and supervisory agreements
could subject the Company, its subsidiaries and their respective officers, directors and institution-affiliated parties to the remedies
described above and other sanctions. In addition, the FDIC may terminate a bank’s depository insurance upon 2 finding that the
bank’s financial condition is unsafe or unsound or that the bank has engaged in unsafe orunsound practices or has violated an
applicable rule, regulation, order or condition enacted or imposed by the bank’s regulatory agéncy.

Interstate Banking
Interstate Banking for State and National Banks

Under the Riegle-Neal Interstate Banking and Branching Efficiency Act (which we refer to as the “Riegle-Neal Act”), a bank
holding company may acquire banks in states other than its home state, subject to any state requirement that the bank has been
organized and operating for a minimum period of time, not to exceed five years, and the requirement that the bank holding
company not control, prior to or following the proposed acquisition, more than 10% of the total amount of deposits of insured
depository institutions nationwide or, unless the acquisition is the bank holding company’s initial entry into the state, more than
30% of such deposits in the state (or such lesser or greater amount set by the state). The Riegle-Neal Act also authorizes banks to
merge across state lines, thereby creating interstate branches. The Dodd-Frank Act permits a national or state bank, with the
approval of its regulator, to-open a branch in.any state if the law of the state in which the branch is located would permit the
establishment of the branch if the bank were a bank chartered in that:state. Nat10nal banks may provide trust services in any state
to the same extent as a trust company chartered by that state.

Limits on Transactions with Affiliates

Federal law restricts the amount and the terms of both credit and non-credit transactions between a bank and its nonbank
affiliates. Transactions with any single afﬁhate may not exceed 10% of the cap1ta1 stock and surplus of the bank.

Bank Holding Compames as a Source of Strength

Federal Reserve law requlres that a bank holding company serve as a source of financial and managerial strength to each
bank that it-controls and, under appropriate circumstances, to commit resources to support each such controlled bank.

Under the prompt corrective action provisions, if a controlled bank is-undercapitalized, then the regulators could require the
bank holding company to guarantee the bank’s capital restoration plan. In addition, if the Federal Reserve believes that a bank
holding company’s activities, assets or affiliates represent a significant risk to the financial safety, soundness or stability of a
controlled bank, then the Federal Reserve could require the bank holding company to terminate the activities, liquidate the assets
or divest the affiliates. The regulators may require these and other actions in support of controlled banks even if such actions are
not in the best interests of the bank holding company or its stockholders. Because we are a bank holding company, we (and our
consolidated assets) are viewed as a source of financial and managenal strength for any controlled deposnory institutions, such as
Capital Bank. : :

The Dodd-Frank Act also directs federal bank regulators to require that all companies that directly or indirectly control an
insured depository institution serve as sources of financial strength for the institution. The term “source of financial strength” is
defined under the Dodd-Frank Act as the ability of a company to provide financial assistance to its insured depository institution
subsidiaries in the event of financial distress. The appropriate federal banking agency for such a depository institution may
require reports from companies that control the insured depository institution to assess their abilities to serve as sources of
strength and to enforce compliance with the source-of-strength requirements. The appropriate federal banking agency may also
require a holding company to provide financial assistance to a bank with impaired capital. The Dodd-Frank Act requires that
federal banking regulators propose implementing regulations no later than July 21, 2011. Under this requirement, in the future we
could be required to provide financial assistance to Capital Bank should it experience financial distress. Based on our ownership
of a national bank subsidiary, the OCC could assess us if the capital of Capital Bank were to become impaired. If we failed to pay
the assessment within three months, the OCC could order the sale of our stock in Capital Bank to cover the deficiency.
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In addition, capital loans by us to Capital Bank will be subordinate in right of payment to deposits and certain other
indebtedness of Capital Bank. In the event of our bankruptcy, any commitment by us to a federal bank regulatory agency to
maintain the capital of Capital Bank will be assumed. by the bankruptcy trustee and entitled to a priority of payment.

Depositor Preference

The FDI Act provides that, in.the event of the “liquidation or other resolution” of an insured depository institution, the claims
of depositors of the institution (including the claims of the FDIC as subrogee of insured depositors) and certain claims for
administrative expenses of the FDIC as a receiver will have priority over other general unsecured claims against the institution. If
our insured depository institution fails, insured and uninsured depositors, along with the FDIC, will have priority in payment
ahead of unsecured, nondepos1t credltors, mcludmg us, with respect to. any extensmns of credlt they have made to such insured
depository institution. - , ,

Regulatory Capital Requirements
In General

Bank regulators view capital levels as important indicators of an institution’s financial soundness. FDIC-insured depository
institutions and their holding companies are required to maintain minimum capital relative to the amount and types of assets they
hold. The final supervisory judgment on an institution’s capital adequacy is based on the regulator’s individualized assessment of
numerous factors.

As a bank holding company, we are subject to-various regulatory capital adequacy.-requirements administered by the Federal
Reserve. In addition, the OCC imposes capital adequacy requirements on our subsidiary bank. The FDIC also may impose these
requirements on Capital Bank and other depository institution subsidiaries that we may acquire or control in the future. The FDI
Act requires that the federal regulatory agencies adopt regulations defining five capital tiers for banks: well capitalized;
adequately capitalized; undercapitalized, significantly undercapitalized and critically undercapitalized. Failure to meet minimum
capital requirements can initiate certain mandatory,.and 'possibly additional dlscretlonary, actions by regulators that, if
undertaken, could have a direct material effect on our financial condition.

Quantitative measures, established by the regulators to ensure capital adequacy, require that a bank holding company.
maintain minimum ratios of capital to risk-weighted assets. There. are-three categories of capital under the guidelines. With the
implementation of the Dodd-Frank Act, certain changes have been made asto-the type of capital that falls under each of these
categories. For us, as a bank holding company, Tier 1 capital includes common shareholders’ equity, qualifying preferred stock
and trust preferred securities issued before May 19, 2010, less goodwill and certain other deductions (including a portion of
servicing assets and the unrealized net gains and losses, after taxes, on securities available for sale). Tier 2 capital includes
preferred stock and trust preferred securities not qualifying as Tier 1 capital, subordinated debt, the allowance for credit losses
and net unrealized gains on marketable equity securities, subject to limitations by the guidelines. Tier 2 capital is limited to the
amount of Tier 1 capital (i.e., at least half of the total capital must be in the form of Tier 1 capital). Tier 3 capital includes certain
qualifying unsecured subordinated debt. See ““—Changes in Laws, Regulations or Policies and the Dodd-Frank Act.” - -

Under the guidelines, capital is compared with the relative risk related to the balance sheet. To derive the risk included in the
balance sheet, a risk weighting is applied to each balance sheet asset and off-balance sheet item; primarily based on the relative
credit risk of the asset or counterparty. For example, claims guaranteed by the U.S. government or one of its agencies are risk-
weighted at 0% and certain real estate-related loans risk-weighted at 50%. Off-balance sheet items, such as loan commitments
and derivatives, are also applied a risk weight after calculating balance sheet equivalent amounts. A credit conversion factor is
assigned to loan commitments based on the likelihood of the off-balance sheet item becoming an asset. For example, certain loan
commitments are converted at 50% and then risk-weighted at 100%. Derivativés are converted to balance sheet equivalents based
on notional values, replacement costs and remaining contractual terms. For certain recourse obligations, direct credit substitutes,
residual interests in asset securitization and other securitized transactions that expose institutions primarily to credit risk, the
capital amounts and classification under the guldehnes are subject to quahtatlve judgments by the regulators about components,
risk weightings and other factors.

Banks and bank holding companies currently are required to maintain Tier 1 capital and the sum of Tier 1 and Tier 2 capital
equal to at least 6% and 10%, respectively, of their total nsk—welghted assets (including certain off-balance sheet items, such as
standby letters of credit) to be deemed “well capitalized.” The federal bank regulatory agencies may, however, set higher capltal
requirements for an individual bank or when a bank’s particular clrcumstances warrant. At this time, the bank regulatory agencies
are more inclined to impose higher capital requirements in order to meet well-capitalized standards, and future regulatory change
could impose higher capital standards as a routine matter.
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The Federal Reserve may also set higher capital requirements for holding companies whose circumstances warrant it. For
example, holding companies experiencing internal growth or making acquisitions are expected to maintain strong capital
positions substantially above the minimum supervisory levels, without significant reliance on intangible assets. Also, the Federal
Reserve considers a “tangible Tier 1 leverage ratio” (deducting all intangibles) and other indications of capital strength in
evaluating proposals for expansion or engaging in new activities. In addition, the federal bank regulatory agencies have
established minimum leverage (Tier 1 capital to adjusted average total assets) guidelines for banks within their regulatory
jurisdictions. These guidelines provide for a minimum leverage ratio of 5% for banks to be deemed “well capitalized.” Our
regulatory capital ratios and those of Capital Bank are in excess of the levels established for “well-capitalized” institutions.

As an additional means to identify problems in:the financial management of depository institutions, the FDI Act requires
federal bank regulatory agencies to establish certain non-capital safety and soundness standards for institutions for which they are
the primary federal regulator. The standards relate generally to operations and management, asset quality, interest rate exposure
and executive compensation. The agencies are authorized to take action against institutions that fail to meet such standards.

In addition, the Dodd-Frank Act requires the federal banking agencies to adopt capital requirements that address the risks that
the activities of an institution pose to the institution and the public and private stakeholders, including risks arising from certain
enumerated activities. The federal banking agencies may change existing capital guidelines or adopt new capital guidelines in the
future pursuant to the Dodd-Frank Act, the implementation of Basel 11 (described below) or other regulatory or supervisory
changes. We cannot be certain what the impact of changes to existing capital guidelines will have on us or Capital Bank. -

Basel I, Basel IT and Basel III Accords

The current risk-based capital guidelines that apply to us and our subsidiary bank are based on the 1988 capital accord,
referred to as Basel I, of the International Basel Committee on Banking Supervision (which we refer to as the “Basel
Committee™), a committee of central banks and bank supervisors, as implemented by federal bank regulators. In 2008, the bank
regulatory agencies began to phase in capital-standards based on a.second capital accord issued by-the Basel Committee, referred
to as Basel II, for large or “core” international banks and bank holding companies (generally defined for U.S. purposes as having
total assets of $250 billion or more or consolidated foreign exposures of $10 billion or more). Because we do not anticipate
controlling any large or “core” international bank in the foreseeable future, Basel II will not apply to us.

On September 12, 2010, the Group of Governors and Heads of Supervision, the oversight body of the Basel Committee,
announced agreement on the calibration and phase in-arrangements for a strengthened set.of capital requirements, known as Basel
III. While the timing and scope of any U.S. implementation of Basel III remains uncertain, the following items provide a brief
description of the relevant provisions of Basel III and their potential impact on our capital levels if applied to us and Capital
Bank.

New Minimum Capital Requirements. Subject to implementation by the U.S. federal banking agencies, Basel III would be
expected, among other things, to increase requlred capltal ratios of bankmg institutions to whlch it applies, as follows:

*  Minimum Common Equity. The minimum requlrement for common equity, the highest form of loss absorbing capital,
would be raised from the current 2.0% level, before the application of regulatory adjustments, to 3.5% as of January 11,
2013 and 4.5% by January 1, 2015 after the application of stricter adjustments. The “capital conversion buffer,” discussed
below, would cause required total common equity to rise to 7.0% by January 1, 2019 (4.5% attributable to the minimum
required common equity plus 2.5% attributable to the “capital consérvation buffer”). :

*  Minimum Tier 1 Capital. The minimum Tier 1 capital requirement, which includes common equity and other qualifying
financial instruments based on stricter criteria, would increase. from 4.0% to 4.5% by January 1, 2013, and 6.0% by
January 1, 2015. Total Tier 1 capital would rise to 8.5% by January 1, 2019 (6.0% attributable to the minimum required
Tier 1 capital ratio plus 2.5% attributable to the capital conservation buffer, as discussed below).

*  Minimum Total Capital. The minimum Total Capital (Tie? 1 and Tier 2 capital) requirement would increase to 8.0%
(10.5% by January 1, 2019, including the capital conservation buffer). ’

*  Capital Conservation Buffer. The capital conservation buffer would add 2. 5% to the regulatory minimum common
equity requirement (adding 0.625% during each of the three years beginning in January 1, 2016 through January 1, 2019).
The buffer would be added to common equity, after the application of deductions. The purpose of the conservation buffer
is to ensure that banks maintain a buffer of capltal that can be used to absorb losses during periods of financial and
economic stress. It is expected that, while banks would be allowed to draw on the buffer during such periods of stress, the
closer their regulatory capital ratios approach the minimum requlrement the greater the constraints that would be applied
to earnings distributions.
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+  Countercyclical Buffer. Basel 111 expects regulators to require, as appropriate to national circumstances, a
“countercyclical buffer” within a range of 0% to 2.5% of common equity or other fully loss-absorbing capital. The
‘purpose of the countercyclical buffer is to achieve the broader goal of protecting the banking sector from periods of
excess aggregate credit growth. For any given country, it is expected that this buffer would only be applied when there is
‘excess credit growth that is resulting in a perceived system-wide buildup of risk. The countercyclical buffer, when in
effect, would be introduced as an extension of the capital conservation ‘buffer range. ’ Co

*  Regulatory Deductions from Common Equity. The regulatory adjustments (i.e., deductions and prudential filters),
including minority interests in financial institutions, mortgage-servicing rights, and deferred tax assets from timing
differences, would be deducted in increasing percentages beginning January 1, 2014, and would be fully deducted from
common equity by January 1, 2018. Certain instruments that no longer qualify as Tier 1 capital, such astrust preferred
securities, also would be subject to phaseout over a 10-year period beginning January 1, 2013.

+ Non-Risk-Based Leverage Ratios. These capital requirements are supplemented by a non-risk-based leverage ratio that
will serve as a backstop to the risk-based measures described above. In July 2010, the Governors and Heads of
. Supervision agreed to test a minimum Tier 1 leverage ratio of 3.0% duiring the parallel run period. Based on the results of
the parallel run period, any final adjustments would be carried out in the first half of 2017 with a view to adopting the
3.0% leverage ratio on January 1, 2018, based on appropriate review and calibration. :

Basel III also introduces a non-risk adjusted Tier 1 leverage ratio of 3%, based on a measure of total exposure that includes
balance sheet assets, net of provisions and valuation adjustments, as well as potential future exposure to off-balance sheet items,
such as derivatives. Basel III also includes both short- and long-term liquidity standards. The phase-in of the new rules is to
commence on January 1, 2013, with the phase-in of the capital conservation buffer commencing on January 1,2016 and the rules
to be fully phased in by January 1, 2019. - : : :

In November 2010, Baset I1I was endorsed by the Group of Twenty (G-20) Finance Ministers and Central Bank Governors
and will be subject to individual adoption by member nations, including the United States. On December 16, 2010, the Basel
Committee issued the text of the Basel III rules, which presents the details of global regulatory standards on bank capital
adequacy and liquidity agreed by the Basel Committee and endorsed by the G-20 leaders. In January 2011, the Basel Commiittee
issued further guidance on the qualification criteria for inclusion in Tier 1 capital: The federal banking agencies will likely
implement changes to the current capital adequacy standards applicable to us and our bank-subsidiary in light of Basel IIL. If
adopted by federal banking agencies; Basel III could lead to higher capital requirements, including.a restrictive leverage ratio and
new liquidity ratios. The ultimate impact of the new capital and liquidity standards on us and our bank subsidiary is currently
being reviewed and will depend on a number of factors, including the rule-making and implementation by the U.S. banking
regulators.

Prompt Corrective Action

The FDI Act requires federal bank regulatory agencies to take “prompt corrective action” with respect to FDIC-insured
depository institutions that do not meet minimum capital requirements. A depository institution’s treatment for purposes of the
prompt corrective action provisions will depend upon how its capital levels compare to various capital measures and certain other
factors, as established by regulation. ' '

Under this system, the federal banking regulators have established five capital categories, well capitalized, adequately
capitalized, undercapitalized, significantly undercapitalized and critically undercapitalized, in which all institutions are placed.
The federal banking regulators have also specified by regulation the relevant capital levels for each of the other categories.
Federal banking regulators are required to take various mandatory supervisory actions and are authorized to take other
discretionary actions with respect to institutions in the three undercapitalized categories. The severity of the action depends upon
the capital category in which the institution is placed..Generally, subject to a narrow exception, the banking regulator must
appoint a receiver or conservator for an institution that is critically undercapitalized. st

Federal Reserve Board regulations require that each bank maintain reserve balances on deposits with the Federal Reserve
Bank. ' : : : :

Reserve Requirements

Pursuant to regulations of the Federal Reserve, all banks are required to maintain average daily reserves at mandated ratios
against their transaction accounts. In addition, reserves must be maintained on certain non-personal time deposits. These reserves
must be maintained in the form of vault cash or in an account at a Federal Reserve Banks.
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Deposit Insurance Assessments

FDIC- insured banks are requ1red to pay deposit insurance premium assessments to the FDIC. The FDIC has adopted a risk-
based assessment system whereby FDIC-insured depos1tory institutions pay insurance premiums at rates based on their risk
classification. An institution’s risk classification is assigned based on its capital levels and the level of supervisory concern the
institution poses to the regulators. The FDIC recently raised assessment rates to increase funding for the DIF, which is currently
underfunded.

The Dodd-Frank Act makes permanent the génerél $250,000 deposit insurance limit for insured deposits. In addition, federal
deposit insurance for the full net amount of deposits in noninterest-bearing transaction accounts was extended to January 1, 2013
for all insured banks. -

The Dodd-Frank Act changes the deposit insurance assessment framework, primarily by basing assessments on an
institution’s total assets less tangible equity (subject to risk-based adjustments that would further reduce the assessment base for
custodial banks) rather than domestic deposits, which is expected to shift a greater portion of the aggregate assessments to large
banks, as described in detail below. The Dodd-Frank Act also eliminates the upper limit for the reserve ratio designated by the
FDIC each year, increases the minimum designated reserve ratio of the DIF from 1.15% to 1.35% of the estimated amount of
total insured deposits by September 30, 2020, and eliminates the requirement that the FDIC pay dividends to depository
institutions when the reserve ratio exceeds certain thresholds.

The Dodd-Frank Act requires the DIF to reach a reserve ratio of 1.35% of insured deposits by September 30, 2020. On
December 20, 2010, the FDIC raised the minimum designated reserve ratio of DIF to 2%. The ratio is higher than the minimum
reserve ratio of 1.35% as set by the Dodd-Frank Act.Under the Dodd-Frank Act, the FDIC is required to offset the effect of the
higher reserve ratio on insured depository institutions with consolidated assets of less than $10 billion.

On February 7, 2011, the FDIC approved a final rule on Assessments, Dividends, Assessment Base and Large Bank Pricing.-
The final rule, mandated by the Dodd-Frank Act, changes the deposit insurance assessment system from one that is based on
domestic deposits to one that is based on average consolidated total assets minus average tangible equity. Because:the new
assessment base under the Dodd-Frank Act is larger than the current assessment base, the final rule’s assessment rates are lower
than the current rates, which achieves the FDIC’s goal of not significantly altering the total amount of revenue collected from the
industry. In addition, the final rule adopts a “scorecard” assessment scheme for larger banks and suspends dividend payments if
the DIF reserve ratio exceeds 1.5% but provides for decreasing assessment rates when the DIF reserve ratio reaches certain
thresholds. The final rule also determines how. the effect of the higher reserve ratio will be offset for institutions with less than
$10 billion of consolidated assets: :

Continued action by the FDIC to replenish the DIF as well as changes contained in the Dodd-Frank Act may result in higher
assessment rates. Capital Bank may be able to pass part or all of this cost on to its customers, including in the form of lower
interest rates on deposits, or fees to some depositors, depending on market conditions.

The FDIC may terminate a depository institution’s deposit insurance upon a finding that the institution’s financial condition
is unsafe or unsound or that the institution has engaged in unsafe or unsound practices or has violated any applicable rule,
regulation, order or condition enacted or imposed by the institution’s regulatory agency. If deposit insurance for a banking
business we invest in or acquire were to be terminated, that would have a material adverse effect on that bankmg business and
potentially on the Company as a whole. . . :

Permitted Activities and Investments by Bank Holding Companies

The BHCA generally prohibits a bank holding company from engaging in activities other than banking or managing or
controlling banks except for activities determined by the Federal Reserve to be so closely related to banking or managing or
controlling banks as to be a proper incident thereto. Provisions of the Gramm-Leach-Bliley Financial Modernization Act of 1999
(which we refer to as the “GLB Act”) expanded the permissible activities of a bank holding company that qualifies as a financial
holding company. Under the regulations implementing the GLB Act, a financial holding company may engage in additional
activities that are financial in nature or incidental or complementary to financial activity. Those activities include, among other
activities, certain insurance and securities activities. We have not yet deterrmned whether it would be appropnate or adv1sable in
the future to become a financial holding company. «
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Privacy Provisions of the GLB Act and Restrictions on Cross-Selling

Federal banking regulators, as required under the GLB Act, have adopted rules limiting the ability of banks and other
financial institutions to disclose nonpublic information about consumers to nonaffiliated third parties. The rules require disclosure
of privacy policies to consumers and, in some circumstances, allow consumers to prevent disclosure of certain personal
information to nonaffiliated third parties. The privacy provisions of the GLB Act affect how consumer information is transmltted
through diversified financial services companies and conveyed to outside vendors.

Federal financial regulators have issued regulations under the Fair and Accurate Credit Transactions Act, which have the
effect of increasing the length of the waiting period, after privacy disclosures are provided to new customers, before information
can be shared among different companies that we own or may come to own for the purpose of cross-selling products and services
among companies we own. A number of states have adopted their own statutes concerning financial privacy and requmng
notification of security breaches.

Anti-Money Laundering Requirements

Under federal-law, including the Bank Secrecy Act, the PATRIOT Act.and the International Money Laundering Abatement
and Anti-Terrorist Financing Act, certain types of financial institutions, including insured depository institutions, must maintain
anti-money laundering programs that include established internal policies, procedures and controls; a designated compliance
officer; an ongoing employee training program; and testing of the program by an independent audit function. Among other things,
these laws are intended to strengthen the ability of U.S. law enforcement agencies and intelligence communities to work together
to combat terrorism on a variety of fronts. Financial institutions are prohibited from entering into specified financial transactions
and account relationships and must meet enhanced standards for due diligence and customer identification in their dealings with
non-U.S. financial institutions and non-U.S. customers. Financial institutions must take reasonable steps to conduct enhanced
scrutiny of account relationships to guard against money laundering and to report any suspicious information maintained by
financial institutions. Bank regulators routinely examine institutions for compliance with these obligations and they must consider
an institution’s compliance in connection with the regulatory review of applications, including applications for banking mergers
and acquisitions. The regulatory authorities have imposed “cease and desist” orders and civil money penalty sanctions agamst
institutions found to be violating these obligations.- v

The OFAC is responsible for helping to insure that U.S. entities do not engage in transactions with certain prohibited parties,
as defined by various Executive Orders and Acts of Congress. OFAC publishes lists of persons, organizations and countries
suspected of aiding, harboring or engaging in terrorist acts, known as Specially Designated Nationals and Blocked Persons. If we
or Capital Bank find a name on any transaction, account or wire transfer that is on an OFAC list, we or Capital Bank must freeze
or block such account or transaction, file a suspicious activity report and notify the appropriate authorities.

Consumer Laws and Regulations

‘Banks and other financial institutions are subject to numerous laws and regulations intended to protect consumers in their
transactions with banks. These laws include, among others, laws regarding unfair and deceptive acts and practices and usury laws,
as well as the following consumer protection statutes: Truth in Lending Act, Truth in Savings Act, Electronic Funds Transfer Act,
Expedited Funds Availability Act, Equal Credit Opportunity Act, Fair and Accurate Credit Transactions Act, Fair Housing Act,
Fair Credit Reporting Act, Fair Debt Collection Act, GLB Act, Home Mortgage Disclosure Act, nght to Financial Privacy Act
and Real Estate Settlement Procedures Act.

Many states and local jurisdictions have consumer protection laws analogous, and in addition, to those listed above. These
federal, state and local laws regulate the manner in which financial institutions deal with customers when taking deposns, making
loans or conducting other types of transactions. Failure to comply with these laws and regulations could give rise to regulatory
sanctlons customer rescission rights, action by state and local attorneys general and civil or criminal liability.

The Dodd-Frank Act creates the CFPB, a new mdependent bureau that will have broad authority to regulate supervise and
enforce retail financial services activities of banks and various non-bank providers. The CFPB will have authority to promulgate
regulations, issue orders, guidance and policy statements, conduct examinations and bring enforcement actions with regard to
consumer financial products and services. In general, banks with assets of $10 billion or less, such as Capital Bank, will be
subject to regulation of the CFPB but will continue to be examined for consumer compliance by their bank regulator. However,
given our growth and bank acquisition strategy, if our total assets were to exceed $10 billion, then we will become subject to the
CFPB’s exclusive examination authority and primary enforcement authority.
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The Community Reinvestment Act

The CRA is intended to encourage banks to help meet the credit needs of their service areas, including low-and moderate-
income neighborhoods, consistent with safe and sound operations. The regulators examine banks and assign each bank a public
CRA rating. A bank’s record of fair lending compliance is part of the resulting CRA examination report. The CRA then requires
bank regulators to take into account the bank’s record in meeting the needs of its service area when considering an application by
a bank to establish a branch or to conduct certain mergers or acquisitions. The Federal Reserve is required to consider the CRA
records of a bank holding company’s controlled banks when con51der1ng an application by the bank holdmg company to acquire a
bank or to merge with another bank holding company .

When we apply for regulatory approval-to make certain investments, the regulators will consider the CRA record of the target
institution and our depository institution subsidiary. An unsatisfactory CRA record could substantially delay approval or result in
denial of an application.

Changes in Laws, Regulations or Policies and the Dodd-Frank Act

Various federal, state and local legislators introduce from time to time measures or take actions that would modify the
regulatory requirements or the examination or supervision of banks or bank holding companies. Such legislation could increase or
decrease the cost of doing business, limit or expand permissible activities or affect the competitive balance among banks and
other financial institutions, all of which could affect our investment opportunities and our-assessment of how attractive such
opportunities may be. We cannot predict whether potential legislation will be enacted and, if enacted, the effect that it or any
implementing regulations would have on our business, results of operations or financial condition.

The Dodd-Frank Act, which was signed into law on July 21, 2010, will have a broad impact on the financial services
industry, imposing signiﬁcant regulatory and compliance changes, increased capital, leverage and liquidity requirements and
numerous other provisions designed to 1mprove supervision and oversight of the financial services sector. The following items
briefly describe some of the key prov1s1ons of the Dodd-Frank Act:

» Source of Strength. The Dodd-Frank Act requires all companies that directly or indirectly control a depository institution
to serve as a source of strength for the institution.

* Limitation on Federal Preemption. The Dodd-Frank Act may limit the ability of national banks to rely upon federal
preemption of state consumer financial laws. Under the Dodd-Frank Act, the OCC will have the ability to make
preemption determinations only if certain conditions are met and on a case-by-case basis. The Dodd-Frank Act also
eliminates the extension of preemption to operating subsidiaries of national banks. However, the Dodd-Frank Act
preserves certain preemption standards articulated by the U.S. Supreme Court and existing interpretations thereunder, as
well as express preemption provisions in other federal laws (such as the Equal Credit Opportunity Act and the Truth in
Lending Act) that specifically address the application of state law in relation to that federal law. The Dodd-Frank Act
authorizes state enforcement authorities to bring lawsuits under state law against national banks and authorizes suits by
state attorney generals against national banks.to enforce rules issued by the CFPB. With this broad grant of enforcement
authority tostates, institutions, including national banks, could be subject to varying and potentially conflicting .
interpretations of federal law by various state attorney generals, state regulators and the courts.

« ‘Mortgage Loan Origination and Risk Retention. The Dodd-Frank Act imposes new standards for mortgage loan
originations on all lenders, including banks, in an effort to require steps to verify a borrower’s ability to repay. The Dodd-
Frank Act also generally requires lenders or securitizers to retain an economic interest in the credit risk relating to loans
the lender sells or mortgages and other asset-backed securities that the securitizer issues. The risk retention requirement
generally will be 5%, but could be increased or decreased by regulation.

« Consumer Financial Protection Bureau. The Dodd-Frank Act creates the CFPB within the Federal Reserve. The CFPB
is tasked with establishing and implementing rules and regulations under certain federal consumer protection laws with
respect to the conduct of providers of certain consumer financial products and services. The CFPB has rulemaking
authority over many of the statutes governing products and services offered to bank customers. For banking organizations
with assets of more than $10 billion, the CFPB has exclusive rule-making and examination and primary enforcement
authority under federal consumer ﬂnanc1al laws. In addition, the Dodd-Frank Act permits states to adopt consumer
protecnon laws and regulations that are stricter than those regulatxons ‘promulgated by the CFPB.
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*  Deposit Insurance. The Dodd-Frank Act makes permanent the general $250,000 deposit insurance limit for insured
deposits. The Dodd-Frank Act also provides unlimited deposit coverage for noninterest-bearing transaction accounts until
January 1, 2013, Amendments to. the FDI Act also revise the assessment base against which an insured depository
institution’s deposit insurance premiums paid to.the DIF will be calculated. Under these amendments, the assessment
base will no longer be the institution’s deposit base, but rather its average consolidated total assets less its average
tangible equity. Additionally, the Dodd-Frank Act makes changes to the minimum designated reserve ratio of the DIF,
increasing the minimum from 1.15% to 1.35% of the estimated amount of total insured deposits and eliminating the
requirement that the FDIC pay dividends to depository institutions when the reserve ratio exceeds certain thresholds.

»  Transactions with Affiliates and Insiders. The Dodd-Frank Act generally enhances the restrictions on transactions with

affiliates under Sections 23A and 23B of the Federal Reserve Act, including an expansion of the definition of “covered
_ transactions” and an increase in the amount of time for which collateral requirements regarding covered credit -

transactions must be satisfied. Insider transaction limitations are expanded through the strengthening of loan restrictions
‘to insiders and the expansion of the types of transactions subject to the various limits, including derivatives transactions,
repurchase agreements, reverse repurchase agreements and securities lending or borrowing transactions. Restrictions are
also placed on certain asset sales to and from.an insider to an institution, including requirements that such sales be on
market terms and, in certaln cmcumstances, approved by the:institution’s board of .directors.

. Corporate Govemance The Dodd-Frank Act addresses many mvestor protection, corporate governance and executive
compensation matters that will affect mest U.S. publicly traded companies, including the Company. The Dodd-Frank:Act
(1) grants stockholders of U.S. publicly traded companies an advisory vote on executive compensation; (2) enhances-
independence requirements for compensation committee members; (3) requires companies listed on national securities
. exchanges to adopt incentive-based compensation clawback policies for executive:officers; and (4) provides the SEC
with authority to adopt proxy access rules that would allow stockholders of publicly traded companies to nominate .
candidates for election as a director and have those nominees: 1nc1uded in a company’s proxy matenals

. Interchange Fees Under the so-called Durbm Amendment of the Dodd-Frank Act, interchange transaction fees that z a
card issuer receives or charges for an electronic debit transaction must be “reasonable and proportional” to the cost
incurred by the card issuer in processing the transaction. Banks that have less than $10 billion in assets are exempt from

‘the interchange transaction fee limitation. On June 29, 2011, the Federal Reserve issued a final rule establishing standards
for determining whether the amount of any interchange transaction fee is reasonable and proportional, taking into
consideration fraud prevention costs, and prescribing regulations to ensure that network fees are not used, directly or -
indirectly, to compensate card issuers with respect to electronic debit transactions or to circumvent or evade the
restrictions that interchange transaction fees be reasonable and proportional. Under the final rule, the maximum
‘permissible interchange fee that an issuer may receive for.an electronic debit will be the sum of $0.21 per transaction and

-five basis points multiplied by the value of the transaction. The Federal Board also approved on June 29, 2011 an interim
final rule that allows for an upward adjustment of no more than $0.01.to an issuer’s debit card interchange fee if the

. issuer develops and implements policies.and procedures reasonably designed to achieve certain fraud-prevention
standards set out in the interim final rule. The Dodd-Frank Act also bans card issuers and payment card networks from .-
entering into exclusivity arrangements for debit card processing and prohibits card issuers and payment networks from:
inhibiting the ability of merchants to direct the routing of debit card transactions over networks of their choice. Finally,

_ merchants will be able to set minimum dollar amounts for the use of a credit.card and provide discounts to consumers
who pay with various payment methods such as cash. :

Many of the requlrements of the Dodd-Frank Act W111 be unplemented over time, and most will be subject to regulatlons
implemented over the course of several years. Given the uncertainty surrounding the manner in which many of the Dodd-Frank
Act’s provisions will be implemented by the various regulatory agencies and through regulations, the full extent of the impact on
our operations is unclear. The changes resulting from the Dodd-Frank Act may. impact the profitability of our business activities,
require changes to certain of our business practlces, impose upon us more stnngent capltal liquidity and leverage requirements or
otherwise adversely affect our business.- ‘ < . \ : ~

Directors and Executive Officers

Set forth below is information concerning our directors and executive officers. The members of our Board of Directors are
elected by the shareholders, and CBF holds approximately 83% of the voting power for election of directors. So long as our
Board of Directors consists of less than nine members, it will not be divided into separate classes and each member will be
elected by our shareholders annually for a one-year term. Each director and executive officer will hold office until his death,
resignation, retirement, removal, disqualification, or untxl his successor is elected (or appointed) and qualified. All ages below are
as of March 20, 2012.
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Name , Position

R. Bugene Taylor President, Chief Executive Officer and Chairman of the Board

‘Christopher G. Marshall Executive Vice President, Chief Financial Officer and Director
R. Bruce Singletary  Executive V1ce President, Chlef Risk Officer and Director
Charles F. Atkins ‘ Director

Peter N. Foss Director

William A. Hodges - Director

Oscar A. Keller 111 Director

R. Eugene Taylor. Mr. Taylor, who is 64,.is the Chairman and Chief Executive Officer of CBF. Mr. Taylor assumed the title
of Chief Executive Officer of Capital Bank Corporation and Old Capital Bank [Capital Bank, formerly a wholly-owned subsidiary
of the Company (“Old Capital Bank™)], and was appointed Chairman of the Board of Directors of Capital Bank Corporation and
Old Capital Bank on January 28, 2011 upon CBF’s designation pursuant to the Investment Agreement. Prior to founding CBF in
2009, Mr. Taylor spent 38 years at Bank of America Corp. and its predecessor companies, most recently as the Vice-Chairman of
the firm and President of Global Corporate & Investmient Banking. Mr. Taylor also served on Bank of America’s Risk & Capital
and Management Operating Committees. He originally joined Bank of America in 1969 as a credit analyst. He served in branch
offices, marketing and management positions across North Carolina and Florida. In 1990, Mr. Taylor was named President of the
Florida Bank and, in 1993, President of NationsBank Corp. in Maryland, Virginia and the District of Columbia. In 1998, Mr.
Taylor was appointed to lead Consumer and Commercial Banking operations in the legacy Bank of America Western U.S.
footprint. He subsequently returned to Charlotte, North Carolina to create a national banking unit and, in 2001, was named
President of Bank of America Consumer & Commercial Banking. In 2004, Mr. Taylor assumed resporisibility for the
organization’s combined commercial banking businesses kniown as Global Business & Financial Services, before being named
Vice Chairman of Bank of America and President of Global Corporate & Investment Banking in 2005. Most recéntly, Mr. Taylor
served as a Senior Advisor at Fortress Investment Group LLC. Mr. Taylor is the Chairman of the board of directors of Capital
Bank, NA, and Chairman of the board of directors of TIB Financial Corp. and Green Bankshares, Inc., two other subsidiary bank
holding companies in which CBF has a controlling interest. Mr. Taylor is a Florida native and recelved h1s Bachelor of Science in
Finance from Florida State University.

Mr. Taylor brings to our Board of Directors valuable and extensive experience from managing and overseeing 4 broad range
of operations during his tenure at Bank of America. His experience in leadershxp roles and activities in the Southeast quahﬁes him
to serve as the Chairman of our Board of Directors.

Christopher G. Marshall. Mr. Marshall, who'is 52, is the Chief Financial Officér of CBF. Mr. Marshall was appointed as a
director on our Board of Directors and the board of directors of Old Capital Bank, and as Chief Financial Officer of both the
Company and of Old Capital Bank on January 28, 2011 upon CBF’s designation pursuant to the Investment Agreement: From
May to October 2009, Mr. Marshall served as a Senior Advisor to the Chief Executive Officer and Chief Restructuring Officer at
GMAC, Inc. From July 2008 through March 2009, he also served as an advisor to The Blackstone Group L.P., providing advice
and analysis for potential investments in the banking sector. From 2006 through 2008 Mr. Marshall served as the Chief Financial
Officer of Fifth Third Bancorp. Mr. Marshall served as Chief Operations Executive of Bank of America’s Global Consumer and
Small Business Bank from 2004 to 2006. Mr. Marshall also served as Bank of America’s Chief Financial Officer of the
Consumer Products Group from 2003 to 2004, Chief Operating Officer of Technology and Operations from 2002 to 2003 and
Chief Financial Officer of Technology and Operations from 2001 to 2002. Prior to joining Bank of America, Mr. Marshall served
as Chief Financial Officer and Chief Operating Officer of Honeywell International Inc. Global Business Services from 1999 to
2001, where he was a key member of the integration team for the merger with AlliedSignal Inc., overseeing the integration of all
finance, information technology and corporate and administrative functions. From 1995 to 1999, he served as Chief Financial -
Officer of AlliedSignal Technical Services Corporation. Prior to that, from 1987 to 1995, Mr. Marshall held several managerial
positions at TRW, Inc. Mr. Marshall serves as a director of Capital Bank, NA, and as a director of TIB Financial Corp. and Green
Bankshares, Inc., two other subsidiary bank holding companies in which CBF has a controlling interest. Mr. Marshall earned a -
Bachelor of Science degree in Business Administration from the University of Florida and obtained a Master of Business
Administration degree from Pepperdine University.

Mr. Marshall brings to our Board of Directors extensive experience from service in leadership positions, including his tenure
as Chief Financial Officer of Fifth Third Bancorp, and in other operating roles at both financial and non-financial companies.
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R. Bruce Singletary. Mr. Singletary, who is 61, is the Chief Risk Officer of CBF. Mr. Singletary was appointed as a director
on our Board of Directors and the board of directors of Old Capital Bank, and as-Chief Risk Officer of both the Company and of
0ld Capital Bank on January 28, 2011 upon CBF’s designation pursuant to the Investment Agreement. Prior to joining CBF, Mr.
Singletary spent 32 years at Bank of America and its predecessor companies with the last 19 years in various credit risk roles. Mr.
Singletary originally joined C&S National Bank as a credit analyst in Atlanta, Georgia in 1974. He served in various middle
market line and credit functions. In 1991, Mr. Singletary was named Senior Credit Policy Executive of C&S Sovran, which was
renamed NationsBank Corp. in January 1992 after its acquisition by North Carolina Nationa] Bank, for the geographic areas of
Maryland, Virginia and the District of Columbia. Mr. Singletary led the credit.function of NationsBank Corp. from 1992 to 1998
- alongside Mr. Taylor, who served as President of this region from 1993 to 1998. In 1998, Mr. Singletary relocated to Florida to
establish a centralized underwriting function to serve middle market commercial clients in the southeastern region of the United
States. In 2000, Mr. Singletary assumed-credit responsibility for Bank of America’s middle market leveraged finance portfolio-for
the eastern half of the United States. In 2004, Mr. Singletary served as Senior Risk Manager for commercial banking for Bank of
America’s Florida Bank. Mr. Singletary serves as a director of Capital Bank, NA, and as a director of TIB Financial Corp. and
Green Bankshares, Inc., two other subsidiary bank helding companies in which CBF has a controlling interest: Mr. Singletary
earned a Bachelor of Science degree in Industrial Management from Clemson University and obtained a Master of Business
Administration degree from Georgia State University.

Mr. Singletary has substantial experience in the banking sector and brings a perspective reflecting many years of overseeing
credit analysis at complex financial institutions, which qualify him to serve as a director.

Charles F. Atkins. Mr. Atkins; who is 63, ‘has served as a director of Old Capital Bank since its inception in 1997 and was
elected to serve as a director of the Company in 2003 He is currently, and has been for the past 21 years, President of Cam-L
Properties, Inc., a commercial real estate development company located in Sanford North Carolina. :

Mzr. Atkins has substantial experience with commumty bankmg, as he was an orgamzer of Old Capital Bank; and in his
position with a real estate development company has developed an extensive understanding of certain real estate markets in which
the Bank makes loans. During his tenure with the Company, he has obtained knowledge of the Company s busmess history and
organization, which has enhanced his ability to serve as director. :

Peter N. Foss. Mr. Foss, who is 68, serves on the Board of Directors of CBF and was appointed as a director on our Board of
Directors on January 28, 2011 upon CBF’s designation pursuant to the Investment Agreement. Mr. Foss has been:President of the
General Electric Company’s Olympic Sponsorship and Corporate Accounts since 2003. In addition, Mr. Foss is General Manager
for Enterprise Selling, with additional responsibilities for Sales Force Effectiveness and Corporate Sales Programs. He has been
with GE for 32 years and, prior-to his.current position, served for six years as the President of GE Polymerland, a commercial
organization representing GE Plastics in the global marketplace. Prior to GE Polymerland, Mr. Foss served in various commercial
roles in the company, including introducing LEXAN® film in the 1970s,.was the Market Development Manager on the ULTEM®
introduction team in 1982. He has also:served as the Regional General Manager for four of the GE Plastics regions, including
leading the GE Plastics effort in Mexico in the mid-1990s. Mr. Foss serves as a director of Capital Bank, NA, and as a director of
TIB Financial Corp. and Green Bankshares, Inc., two other subsidiary bank holding companies in which CBF has a controlling
interest. Mr. Foss earned a Bachelor of Science degree in Chemistry from Massachusetts College of Pharmacy, Boston. .

Mr. Foss’ extensive managerial and sales experience qualifies him to serve on our Board of Directors. His experience assists
us in developing plans to expand and energize our sales and marketing activities. : . .

William A. Hodges. Mr. Hodges, who is 63, serves on the Board of Directors of CBF and was appointed as a director on our
Board of Directors on January 28, 2011 upon CBF’s designation pursuant to the Investment Agreement. Mr. Hodges has been
President and Owner of LKW Properties LL.C, a Charlotte-based residential land developer and homebuilder, since 2005. Prior to
that, Mr. Hodges worked for over 30 years in various functions at Bank of America and its predecessors From 2004 to 2005, he
served as Chairman of Bank of America’s Capital Commitment Committee. Mr. Hodges served as Managing Director and Head
of Debt Capital Markets from 1998 to 2004 and as Managing Director and Head of the Real Estate Finance Group from 1996 to
1998. Prior to Bank of America’s merger with NationsBank Corp., he served as Washington, D.C. Market President and Head of
MidAtlantic Commercial Banking for NationsBank Corp. from 1992 to 1996. Mr, Hodges began his career at North Carolina
National Bank, where he worked for 20 years in various roles, including Chref Credlt Officer of Florida operations and as
manager of the Real Estate Banking and Special Assets Groups. Mr. Hodges serves as a director of Capltal Bank, NA, and as a
director of TIB Financial Corp. and Green Bankshares, Inc., two other subsidiary bank holding companies in which CBF hasa
controlling interest. Mr. Hodges earned a Bachelor of Arts degree in History from the University of North Carolina at Chapel Hill
and a Master of Business Administration degree in finance from Georgia State University.
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Mr. Hodges’ substantial experience in the banking and real estate sectors allows him.to bring to the board a valuable
perspectlve on matters that are of key 1mportance to the discussions regardmg the financial and other risks faced by the Company.

OscarA Keller III. Mr. Keller, who is 67, has served as a d1rector of Old Capltal Bank since its inception in 1997 and as
Chairman of the Board of Directors of the Company from the Company’s inception through the closing of the Investment. He
also serves as a director of Capital Bank Foundation, Inc. Mr. Keller was also-a founding director of Triangle Bank from 1988 to
1998, and served on its executive committee and audit committee. Furthermore, he served as a director of Triangle Leasing Corp.
from 1989 t0:1992. He is currently, and has been for the past 15 years, Chief Executive Officer of Earthtec of NC, Inc., an
environmental treatment facility founded in 1991 in Chicago, Illinois and in Sanford, North Carolina. Mr. Keller is also currently
the Chairman of the Sanford Lee County Regional Airport Authority (Raleigh Executive Jet Port), Vice Chairman of Lee County
Economic Development Corp. and a member of Triangle Regional Partrership Staying on Top 2 committee.

“During his term as Chairman of the Board of Directors, Mr. Keller has had the opportunity to develop extensive knowledge
of the Company’s business, history and organization which, along with his personal experience in markets that the Bank serves,
has supplemented his ability to effectively contribute to the Board. Mr. Keller is a founder of the Old Caprtal Bank and a well
regarded community leader in Sanford, North Carolina.

Website Access to Capital Bank Corporation’s Filings with the Securities and Exchange Commission

All of the Company’s electronic filings with the SEC, including the Annual Report on Form 10-K, Quarterly Reports on
Form 10-Q, Current Reports on Form 8-K and amendments to these reports filed or furnished pursuant to Section 13(a) or 15(d)
of the Securities Exchange Act of 1934, as amended (the “Exchange Act”); have been made available at no cost on the
Company’s web site, www.capitalbank-us.com, as soon as reasonably practicable after the Company has filed such material with,
or furnished it to, the SEC. The Company’s SEC filings are also available through the SEC’s web site at www.sec.gov. In
addition, any reports the Company files with the SEC are available at the SEC’s Public Reference Room at 100 F Street, N.E.,
Washmgton, DC 20549. Information may be obtamed about the Public’ Reference Room by calhng the SEC at 1-800-SEC- 0330

ITEM 1A. RISK FACTORS

Our business is subject to a variety of risks, including the risks described below as well as-adverse business conditions and
changes in regulations and the local, regional and national economic environment. The risks and uncertainties described below
are not the only ones facing us.- Additional risks and uncertainties not known to us or not déscribed below which we have not
determined to be material may also impair our business operations. You should carefully consider the risks described below,
together with all other information in this report, including information contained in the “Business;” “Management’s Discussion
and Analysis of Financial Condition and Results of Operations,” and “Quantitative and: Qualitative Disclosures about Market
Risk” sections. This report contains forward-looking statements that involve risks and uncertainties, including statements about
our future plans, objectives, intentions and expectations. Many factors, including those described below, could cause actual
results to differ materially from those discussed in forward-looking statements. If-any of the following risks actually occur, our
business, financial condition and results of operations could be adversely affected, and we may not be able to achieve our goals.
Such events may cause actual results to differ materially from expected and historical results, and the trading price of our
common stock could decline.

Risks Relating to the Potential Merger of Capital Bank Corporatmn and CBF
The potenttal merger has been approved without your vote.

~'CBF is the owner of approximately 83% of the Company’s common stock. Since CBF is the majority shareholder of the
Company, CBF will be able to determine the outcome of the shareholder vote needed to approve the merger

Netther CBF nor the Company has htred anyone to represent you and CBF has a conﬂtct of interest in the merger.
CBF and the Company have not (1) negotiated the’ merger at arm’s length or (2) hired independent persons to negotiate
the terms of the merger for you. Since CBF initiated and structured the merger without negotiating with the Company or any

independent person and CBF has an interest in acquiring your shares at the lowest p0551b1e price, if independent persons had been
hired, the terms of the merger may have been more favorable to you.

- 26 -



Because there is currently no market for CBF’s Class A common stock and a market for CBF’s Class A common stock may
not develop, you cannot be sure of the market value of the merger consideration you will receive.

Upon compietion of the merger, each share of the Company’s common stock will' be converted into merger consideration
consisting of 0.1354 of a share of CBF’s Class A common stock. Prior to the initial public offering of CBF’s Class A common stock,
which is expected to be completed substantially concurrently with the merger, there has been no established public market for
CBF’s Class A common stock. An active, liquid trading market for CBF’s Class A common stock may not develop or be sustained
following the initial public offering. If an active trading market does not develop, holders of CBF’s Class A common stock may
have difficulty selling their shares at an attractive price, or at all. CBF has-applied to have its Class A common stock listed on
Nasdag, but its application may not be approved. In addition, the liquidity of any market that may develop or the price that CBF’s
stockholders may obtain for their shares of Class A common stock cannot be predicted. The initial public offering price for
CBF’s Class A common stock will be determined by negotiations between CBF, its stockholders who choose to sell their shares
in the initial public offering and the representative of the underwriters and may not.be indicative of prices that will prevail in the
open market following the offering.

The outcome of CBF’s initial public offering will affect the market value of the consideration the Company’s
shareholders will receive upon completion of the merger. Accordingly, you will not know or be able to calculate the market value
of the merger consideration you would receive upon completion of the merger. There will be no adjustment to the exchange ratio
for changes in the anticipated outcome of CBF’s initial public offering or changes in the market price of the Company’s common
stock.

If CBF completes the merger without completmg its initial publtc oﬁ’ermg, the szze of the outstanding public ﬂoat of CBF’s
Class A common stock will be low and the value and liquidity of CBF’s common stock may be adverse{v affected.

While the merger is expected to be completed substantlally concurrently with CBF’s initial public offering, CBF controls when
the merger will take place and there can be no guarantee that CBF’s initial public offering will occur substantially concurrently
with the merger or at all. If the merger is completed and CBF’s initial public offering is delayed or does not occur, there will be
fewer publicly traded shares of CBF’s Class A common stock outstanding than if the initial public offering is completed as
anticipated and, as a result, the value and liquidity of CBF’s shares of Class A common stock:that you receive in the merger may
be adversely affected.

The shares of CBF’s Class-A common stock to be.received by.the Company’s shareholders as a result of the merger will have
different rights than the shares of the Company s common stock..

The nghts associated with the Company’s common stock are dlfferent from the rights associated with CBF’s Class A common
stock. For example, the Company’s Board of Directors is divided into two classes, with the term of office of one class expiring
each year. CBF’s Board of Directors will not be classified at the time of the merger. In addition, as a North Carolina corporation, -
the Company is subject to-provisions of North Carolina law that require a vote of at least two thirds of the Company’s.
shareholders to approve business combinations. with certain large shareholders (these provisions do not apply to the merger
because CBF owns approximately 83% of the Company’s common stock). These provisions do not apply to CBF because it is a
Delaware corporation. In addition, the Company’s shareholders are permitted to act by written consent without a meeting,
whereas CBF shareholders cannot act by written consent. Also, holders of at least 50% of the Company’s common stock may cail
a special meeting of Capital Bank Corporation’s shareholders; whereas:special meetings of CBF shareholders can only be called
by CBF’s Chairman, Chief Executive Officer or its Board of Directors. t :

Risks Relating to the Company S Bankmg Operatlons

Continued or worsening general business and economic conditions could have a material adverse effect on CBF’s
business, financial position, results of operations and cash flows. : \

Our business and operatlons are sensmve to general -business and economic. condltlons in the United States. If the U.S.
economy is unable to steadily emerge from the recent recession that began in 2007 or we experience worsening economic
conditions, such as a so-called {‘double-dip” recession, our growth and profitability could be adversely affected. Wéak economic
conditions may be characterized by deflation, fluctuations in debt and equity capital:markets, including a lack of liquidity and/or
depressed prices in the secondary market for mortgage loans, increased-delinquencies on mortgage, consumer and commercial
loans, residential and commercial real estate price declines and lower home sales and commercial activity. All of these factors would
be detrimental to our business. On August 5, 2011, Standard & Poor’s lowered. the long-term sovereign credit rating of U.S.
Government debt obligations from AAA to AA+.'On August,8, 2011, S&P also downgraded the long-term credit ratings of U.S.
government-sponsored enterprises. These actions initially have had an adverse effect on financial markets and although we are
unable to predict the longer-term impact on such markets and the participants therein, it may be material and adverse.
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In addition, significant concern regarding the creditworthiness of some of the governments in Europe, most notably Greece,
has contributed to volatility in financial markets in Europe and globally, and to funding pressures on some globally active
European banks, leading to greater investor and economic uncertainty worldwide. A failure to adequately address sovereign debt
concerns in Europe could hamper economic recovery or contribute to a return to recessionary economic conditions and severe
stress in the financial markets, including in the United States.

Our business is also significantly affected by monetary and related policies of the U.S. federal government, its agencies and
government-sponsored entities. Changes in any of these policies are influenced by macroeconomic conditions and other factors
that are beyond our control, are difficult to predict and could have a material adverse effect on our business, financial p0s1t10n
results of operations and cash flows,

The geographic concentration of our markets in the southeastern region of the United States makes our business highly
susceptible to downturns in the local economies and depressed banking markets, which could be detrimental to our financial
condition.

Unlike larger financial institutions that are more geographically diversified, Capital Bank is a regional banking franchise
concentrated in the southeastern region of the United States. Capital Bank operates branches located in Florida, North Carolina,
South Carolina, Tennessee and Virginia. As of December 31, 2011, 32% of Capital Bank’s loans were in Florida, 26% were in North
Carolina, 12% were in South Carolina, 29% were in Tennessee and 1% were in Virginia. A deterioration in local economic
conditions in the loan market or in the residential, commercial or industrial real estate market could have a material adverse effect on
the quality of Capital Bank’s portfolio, the demand for its products and services, the ability of borrowers to timely repay loans and
the value of the collateral securing loans. In addition, if the population or income growth in the region is slower than projected,
income levels, deposits and real estate development could be adversely affected and could result in the curtailment of our expansion,
growth and profitability. If any of these developments were to result in losses that materially and adversely affected Capital Bank’s
capital, CBF, the Company and Capital Bank might be subject to regulatory restrictions on operatlons and growth and to a
requirement to raise additional capital.

We depend on our executive officers and key personnel to continue the implementation of our long-term business strategy and
could be harmed by the loss of their services.

We believe that our continued growth and future success will depend in large part on the skills of our management team and
its ability to motivate and retain these individuals and other key personnel: In particular, we rely on the leadership and experience
in the banking industry of its Chief Executive Officer, R. Eugene Taylor. Mr. Taylor is the former Vice Chairman of Bank of
America and has extensive experience executing and overseeing bank acquisitions, including NationsBank Corp.’s acquisition and
mtegration of Bank of America, Maryland National Bank and Barnett Banks. The loss of service of Mr. Taylor or one or more of
our other executive officers or key personnel could reduce our ability to successfully implement our long-term business strategy, our
business could suffer and the value of our and CBF’s common stock could be materially adversely affected. Leadership changes will
occur from time to time and we cannot predict whether significant resignations will occur or whether we or CBF will be able to
recruit additional qualified personnel. We believe our management team possesses valuable knowledge about the banking industry
and that their knowledge and relationships would be very difficult to replicate. Although R. Eugene Taylor has entered into an
employment agreement with CBF and it is expected that, prior to the completion of the initial public offering, Christopher G.
Marshall, R. Bruce Singletary and Kenneth A. Posner will have entered into employment agreements with CBF, it is possible that
they may not complete the term of their employment agreements or renew them upon expiration. Our success also depends on the
experience of Capital Bank’s branch managers and lending officers and on their relationships with the customers and communities
they serve. The loss of these key personnel could negatively impact our banking operations. The loss of key personnel, or the
inability to recruit and retain qualified personnel in the future, could have an adverse effect-on our business, financial condition or
operating results.

Capital Bank’s loss sharing agreements impose restrictions on the operation of its busmess, Jailure to comply with the terms of
the loss sharing agreements with the FDIC or other regulatory agreements or orders may result in significant losses or regulatory
sanctions, and Capital Bank is exposed to unrecoverable losses on the Failed Banks’ assets that it acquired.

In July 2010, Capital Bank purchased substantially all of the assets and assumed all of the deposits and certain other liabilities of
the Failed Banks in FDIC-assisted transactions, and a material portion of its revenue is derived from such assets. Certain of the
. purchased assets are covered by the loss sharing agreements with the FDIC, which provide that the FDIC will bear 80% of losses on
the covered loan assets acquired in the acquisition of the Failed Banks. Capital Bank is subject to audit by the FDIC at its discretion to
ensure it is in compliance with the terms of these agreements. Capital Bank may experience difficulties in complying with the
requirements of the loss sharing agreements, the terms of which are extensive and failure to comply with any of the terms could
result in a specific asset or group of assets losing their loss sharing coverage.
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The FDIC has the right to refuse or delay payment partially or in full for such loan losses if Capital Bank fails to comply
with the terms of the loss sharing agreements, which are extensive. Additionally, the loss sharing agreements are limited in
duration. Therefore, any losses that Capital Bank experiences after the terms of the loss sharing agreements have ended will not be
recoverable from the FDIC, and would negatively impact net income. -

Capital Bank’s loss sharing agreements also impose limitations on how it manages loans covered by loss sharing. For example,
under the loss sharing agreements, Capital Bank is not permitted to sell a covered loan even if in the ordinary course of business it
is determined that taking such action would be advantageous. These restrictions could impair Capital Bank’s ability to manage
problem loans and extend the amount of time that such loans remain on its balance sheet and could negatively impact Capital
Bank’s business, financial condition, liquidity and results of operations..

In addition to the loss sharing agreements, in August 2010, Capital Bank entered into an Operating Agreement with the OCC
(which we refer to as the “OCC Operating Agreement”), in connection with the acquisition of the Failed Banks. Capital Bank (and,
with respect to certain provisions, the Company and CBF) is also subject to an Order of the FDIC, dated July 16, 2010 (which we
refer to as the “FDIC Order”) issued in connection with the FDIC’s approval of CBF’s deposit insurance applications for the
Failed Banks. The OCC Operating Agreement and the FDIC Order require that Capital Bank maintain various financial and
capital ratios and require prior regulatory notice and consent to take certain actions in connection with operating the business
and they restrict Capital Bank’s ability to pay dividends to CBF and the Company and to make changes to its capital structure.
A failure by CBF or Capital Bank to comply with the requirements of the OCC Operating Agreement or the FDIC Order could
subject CBF to regulatory sanctions; and failure to comply, or the objection, or imposition of additional conditions, by the OCC or
the FDIC, in connection with any materials or information submitted thereunder, could prevent CBF from executing its
business strategy and negatively impact our business, financial condition, liquidity and results of operations.

Any requested or required changes in how we determine the impact of loss share accounting on its financial information could
have a material adverse effect on our reported results. , : ‘ '

A material portion of our financial results is based on loss share accounting, which is subject to assumptions and judgments
made by us, our accountants and the regulatory agencies to whom we report such information. Loss share accounting is a
complex accounting methodology. If these assumptions are incorrect or the accountants or the regulatory agencies to whom
we report require that management change or modify these assumptions, such change or modification could have a material
adverse effect on our financial condition, operations or previously reported results. As such, any financial information generated
through the use of loss share accounting is subject to modification or change. Any significant modification or change in such
information could have a material adverse effect on our results of operations and our previously reported results. -

Owr financial infonriation reflects the application of the acqmlfition method of accounting. -Aﬁy change in the assumptions used in
such methodology could have an adverse effect on our results of operations. S -

As a result of CBF’s recent acquisition of us, our financial results are heavily influenced by the application of the acquisition
method of accounting. The acquisition method of accounting requires management to make assumptions regarding the assets
purchased and liabilities assumed to determine their fair market value. Capital Bank’s interest income, interest expense and net
interest margin (which were equal to $226.4 million, $32.8 million and 3.41%, respectively, for the year ended December 31,
2011) reflect the impact of accretion of the fair value adjustments made to the carrying-amounts of interest earning assets and
interest bearing liabilities and Capital Bank’s noninterest income (which totaled $40.7 million as of December 31, 2011) for
periods subsequent to the acquisitions includes the effects of discount accretion and amortization of the FDIC indemnification
asset. In addition, the balances of non-performing assets were significantly reduced by the adjustments to fair value recorded -
in conjunction with the relevant acquisition. If our assumptions are incorrect or the regulatory agencies to whom we report
require that we change or modify its assumptions, such change or modification could have a material adverse effect on our
financial condition or results of operations or our previously reported results. . ' :

S et

Our business is highly susceptible to credit risk.b

As a lender, Capital Bank is exposed to the risk that its customers will be unable to repay their loans according to their terms
and that the collateral (if any) securing the payment of their loans may not be sufficient to assure repayment. The risks inherent in
making any loan include risks with respect to the period of time over which the loan may be repaid, risks relating to proper loan
underwriting and guidelines, risks resulting from changes in economic and industry conditions, risks inherent in dealing with
individual borrowers and risks resulting from uncertainties as to the future value of collateral. The credit standards, procedures and
policies that Capital Bank has established for borrowers may not prevent the incurrence of substantial credit losses.
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Although Capital Bank does not have a long enough operating history to have restructured many of its loans for borrowers
in financial difficulty, in the future, it may restructure originated or acquired loans if Capital Bank believes the borrowers have a
viable business plan to fully pay off all obligations. However, for its originated loans, if interest rates or other terms are
modified upon extension of credit or if terms of an existing loan are renewed in such a situation and a concession is granted,
Capital Bank may be required to classify such action as a troubled debt restructuring (which we refer to as a “TDR”). Capital
Bank would classify loans as TDRs when certain modifications are-made to the loan terms and concessions are granted to the
borrowers due to their financial difficulty. Generally; these loans would be restructured to provide the borrower additional time to
execute its business plan. With respect to restructured loans, Capital Bank may grant concessions by (1) reduction of the stated interest
rate for the remaining original life of the debt or (2) extension of the maturity date at a stated interest rate lower than the current
market rate for new debt with similar risk. In situations where a TDR is unsuccessful and the borrower is unable to satisfy the terms
of the restructured agreement the loan Would be placed on nonaccrual status and written down to the underlymg collateral value.

Recent economic and market developments and the potential for continued economic disruption present cons1derab1e nsks to CBF
and it is difficult to determine the depth and duration of the economic and financial market problems and the many ways in which'
they may impact CBF’s business in general. Any failure to manage such credit rlsks may materially adversely affect CBF’s business
and its consolidated results of operatlons and financial: cond1t10n :

A significant portion of Capttal Bank’s loan porfolw is secured by real estate, and events that negatively impact the real estate
market coald hurt its business.

A significant portion of Capital Bank’s loan portfolio is secured by real estate. As of December 31, 2011, approxrmately 84%
of Capital Bank’s loans had real estate as a primary or secondary component of collateral. The real estate collateral in ‘each case
provides an alternate source of repayment in the event of default by the borrower and may deteriorate in value during the time the
credit is extended. A continued weakening of the real estate‘market in Capital Bank’s primary market areas could continue to result in
an increase in the number of borrowers who default on their loans and a reduction in the value of the collateral securing their loans,
which in turn could have an adverse effect on Capital Bank’s profitability and asset quality. If Capital Bank is required to liquidate the
collateral securing a loan to satisfy the debt dunng a perlod of reduced real estate values, its earmngs and shareholders’ equity could
be adversely affected. :

Additionally, recent weakness in the secondary market for residential lending could have an adverse impact on Capital
Bank’s profitability. Significant ongoing disruptions in the secondary market for residential mortgage loans have limited the market
for and liquidity of most mortgage loans other than conforming Fanriie Mae and Freddie Mac loans. The effects of-ongoing
mortgage market challenges, combined with the ongoing correction in residential real estate market prices and reduced levels of
home sales, could result in further price reductions in single family home values, adversely affecting the value of collateral securing
mortgage loans held, any future mortgage loan originations and gains on sale of mortgage loans. Continued declines in real estate
values and home sales volumes and financial stress on borrowers as a result of job losses or other factors could have further adverse
effects on borrowers that result in higher delinquencies and charge -offs in ﬁJture penods whrch could adversely affect Caprtal Bank’s
ﬁnan01a] ‘position andl results of operatlons : :

Capital Bank construction and land development loans are based upon estimates 0]' costs and the values of the complete projects.

While Capital Bank intends to focus on ongmatrng loans other than non-owner occupled commerc1al real estate loans, its
portfolio includes construction and land development loans (which we refer to as “C&D loans”) extended to builders and developers,
primarily for the construction and/or development of properties. These loans have been extended on a presold and speculative basis
and they 1nclude loans for both residential and commermal purposes.

In general, C&D lending involves additional risks because of the inherent difficulty in estimating a property’s value both
before and at completion of the project. Construction costs may exceed original estimates as a result of increased materials, labor or
other costs. In addition, because of current uncertainties in the residential and commercial real estate markets, property values have
become more difficult to determine than they have been historically. The repayment of construction and land acquisition and '
development loans is often dependent, in part, on the ability of the borrower to sell or lease the property. These loans also require
ongoing monitoring. In addition, speculative construction loans'to a residential builder are often associated with homes that are not
presold and, thus, pose a greater potential risk than construction loans to individuals on their personal residences. Slowing housing
sales have been a contnbutmg factor to-an increase in non-performmg loans as well as an increase in delinquencies.

- As of December 31, 2011; C&D loans totaled $509.3 million.(or 12%: of Capltal Bank’s total loan portfolio), of which'$86.0
mllllon was for construction and/or development of residential properties and $423.3 niillion was for construction/development of
commercial properties. As of December 31, 2011, non-performing C&D loans covered under FDIC loss share agreements totaled
$39.4 million and non-performing C&D loans not covered under FDIC loss share agreements totaled $94.9 million.
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Capital Bank’s non-owner occupied commercial redl estate loans may be dependent on factors outside the control of its borrowers.

While Capital Bank intends to focus on originating loans other than non-owner occupied commercial real estate loans, in the
acquisitions it acquired non-owner occupied commercial real estate loansfor individuals and businesses for various purposes,
which are secured by commercial properties. These loans typically involve repayment dependent upon income generated, or expected
to be generated, by the propeity securing the loan in amounts sufficient to cover operating expenses and debt service. This may be
adversely affected by changes in the economy or local market conditions.:Non-owner occupied commercial real estate loans expose
a lender to greater credit risk than loans secured by residential real estate because the collateral securing these loans typicaily
cannot be liquidated as easily as residential real estate. In such cases, Capital Bank may be compelled to modify the terms of the
loan or engage in other potentially expensive work-out techniques. If Capital Bank forecloses on a non-owner occupied commercial real
estate loan, the holding period for the collateral typically is longer than a 1-4 family residential property because there are fewer:
potential purchasers of the collateral. Additionally, non-owner occupied comumnercial real estate loans generally have relatively large
balances to single borrowers or related groups of borrewers. Accordingly, charge-offs on non-owner occupied commercial real
estate loans may be larger on a per loan basis than those incurred with Capltal Bank’s residential or consumer loan portfohos

As of December 31, 201] Capital Bank’s non-owner occupled cornmermal real estate loans totaled $903 9 million (or 21%
of its total loan portfolio). As of December 31, 2011, non-performing non-owner occupied commercial real estate loans covered
under FDIC loss share agreements totaled $15.3 million and non-performing non-owner occupied commercial real estate loans not
covered under FDIC loss share agreements totaled $49 5 m1lhon

Repayment of Capital Bank’s commeraal busmess loans is dependent on the cash ﬂows of borrowers, which may be unpredtctable,
and the collateral securing these loans may ﬂuctuate in value

Capital Bank’s business plan focuses on originating dlﬁ"erent types of commercml business loans. Capltal Bank class1ﬁes the types
of commercial loans offered as owner-occupied term real estate loans, business lines of credit and term equipment financing.
Commercial business lending involves risks that are different from those associated with non-owner occupied commercial real estate
lending. Capital Bank’s commercial business loans are primarily underwritten based on the cash flow of the borrower and
secondarily on the underlying collateral, including real estate. The-borrowers’ ‘cash flow may be unpredictable, and collateral
securing these loans may fluctuate in value. Some of Capital Bank’s commercial businessloans are collateralized by equipment,
inventory, accounts receivable or other business assets, and the liquidation of collateral in the event of default is often an insufficient
source of repayment because accounts receivable may be uncollectible and inventories may.be obsolete or of limited use.

As of December 31, 2011, Capital Bank’s commercial business loans totaled $1.4 billion (or 32% of its.total loan portfolio).
Of this amount, $902.8 million was secured by owner-occupied real estate and $465.8 million was secured by business assets. As
of December 31, 2011, non-performing commercial business loans covered under FDIC loss share agreements totaled $29.8
million and non-performing commercial business loans not covered under FDICloss share agreements totaled $67.7 million.

Capital Bank’s allowance for loan losses and fazr value ad]ustments may prove to be msufﬁczent to absorb losses for loans that
it originates. . : : :

Lending money is a substantial part of Capital Bank’s business and each loan t:a'rries a certain risk that it will not be repaid-in

accordance with its terms or that any underlymg collateral will not be sufficient to assure repayment This risk is affected by,
among other things: oo , ; .

» . cash flow of the borrowet and/or the project being ﬁoanced; Wi

» the changes and uncertainties as to the future value of tlle collateral, io tlle case of a eollatefalized loaa;
+ the duration of the loan; ﬂ ‘.

¢ the discount on the'i loan at the time of acquisition;

« the credit history of a particular borrower; and -

* changes in economic and industry conditions.

A
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Non-performing loans covered under loss share agreements with the FDIC totaled $124.2 million, and non-performing
loans not covered under loss share agreements with the FDIC totaled $258.3 million as of December 31, 2011. Capital Bank
maintains an allowance for loan losses with respect to loans it originates, which is a reserve established through a provision for
loan losses charged to expense, which management believes is appropriate to provide for probable losses in Capital Bank’s loan
portfolio. The amount of this allowance is determined by Capital Bank’s management team through periodic reviews. As of
December 31, 2011, the allowance on loans covered by loss share agreements with the FDIC was $11.8 million, and the allowance
on loans not covered by loss share agreements with the FDIC was $22.9 million. As of December 31, 2011, the rafio of Capital
Bank’s allowance for loan losses to non-performing loans covered by loss share agreements with the EDIC was 9.5% and the
ratio of its allowance for loan losses to. non-perfomnng loans not covered by loss share agreements with the FDIC was 8.9%.

The application of the acqu1s1t10n method of accountmg to CBF s completed acqu1s1t10ns impacted Cap1tal Bank’s
allowance for loan losses. Under the-acquisition method of accounting, all- 1oans were recorded in financial statements at their fair
value at the time of their acquisition and the related allowance for loan loss was eliminated because the fair value at the time
was determined by the net present value of the expected cash flows taking into consideration estimated credit quality. Capital
Bank may in the future determine that the estimates of fair value are too high, in which case Capital Bank would provide for
additional loan losses associated with the acquired loans. As of December 31, 2011, the allowance for loan losses on purchased
credit-impaired loan pools totaled $26.3 million, of which $11.8 million was related to loan pools covered by loss share
agreements with the FDIC and $14.5 million was related to loan pools not covered by loss share agreements with the FDIC. .

The determination of the appropriate level of the allowance for loan losses inherently involves a high degree of subjectivity
and requires Capital Bank to make significant estimates of current credit risks and future trends, all of which may undergo material
changes. Changes in economic conditions affecting borrowers, new. information regarding existing foans that Capital Bank
originates, identification of additional problem loans originated by Capital Bank and other factors, both within and outside of
management’s control, may require an increase in the allowance for loan losses. If current trends in the real estate markets
continue, Capital Bank’s management expects that it will continue to experience increased delinquencies and credit losses,
particularly with respect to construction, land development and land loans. In addition, bank regulatory agencies periodically -
review Capital Bank’s allowance for loan losses and may require an increase in the provision for probable. loan losses or the
recognition of further loan charge-offs, based on judgments different than those of management. In addition, if charge-offs in
future periods exceed the allowance for. loan losses, Capital Bank will need additional provisions to increase the allowance for
loan losses. Any increases in the allowance for loan losses will result in.a decrease in net income and, possibly, capital and may
have a material adverse effect on Capital Bank’s financial condition and results of operations.

Capital Bank continues to hold and acquire other real estate, which has led to mcreased operating expenses and vulnerability to
additional declines in real property values ‘ :

Capital Bank forecloses on and take title to the real estate serving as collateral for many of its loans as part of its business.
Real estate owned by Capital Bank and not used in the ordinary course of its operations is referred to as “other real estate owned”
or “OREQO” property. At December 31, 2011, Capital Bank had $168.8 millien of OREO: Increased OREO balances have led to
greater expenses as costs are incurred to manage and dispose of the properties. Capital Bank’s management expects that its
earnings will continue to be negatively affected by various expenses associated with OREOQ, including personnel costs,
insurance and taxes, completion and repair costs, valuation adjustments and other expenses-associated with property ownership,
as well as by the funding costs associated with assets that are tied up in OREO.-Any further decrease in real estate market prices
may lead to additional OREQ write-downs, with a corresponding expense in Capital Bank’s statement of operations. Capital
Bank’s management evaluates OREO properties periodically and writes down the carrying value of the properties if the results of
such evaluations require it. The expenses associated with OREO and any further property write-downs could have a material adverse
effect on Capital Bank’s financial condition and results of operations.

Capital Bank is subject to environmental liability risk associated with lending activities.

A significant portion of Capital Bank’s loan portfolio is secured by real property. During the ordinary course of business,
Capital Bank may foreclose on and take title to properties securing certain loans. In doing so, there is a risk that hazardous or
toxic substances could be found on these propertles If hazardous or toxic substances are found, Capltal Bank may be liable for
remediation costs, as well as for personal injury and property damage. Environmental laws may require Capital Bank to incur
substantial expenses to address unknown liabilities and may materially reduce the affected property’s value or limit the Bank’s
ability to use or sell the affected property. In addition, future laws or more stringent interpretations or enforcement policies with
respect to existing laws may increase Capital Bank’s exposure to environmental liability. Although Capital Bank has policies
and procedures to perform an environmental review before initiating any foreclosure action on nonresidential real property,
these reviews may not be sufficient to detect all potential environmental hazards. The remediation costs and any other financial
liabilities associated with an environmental hazard could have a material adverse effect on Capital Bank’s financial condition
and results of operations.
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Delinquencies and defaults in residential mortgages have increased, creating a backlog in courts and an increase in industry
scrutiny by regulators, as well as resulting in proposed new laws and regulations governing foreclosures. Such laws and
regulations might restrict or delay Capital Bank’s ability to foreclose and collect payments for single family residential loans
under the loss sharing agreements.

Recent laws delay the initiation or completion of foreclosure proceedings on specified types of residential mortgage loans (some
for a limited period of time), or otherwise limit the ability of residential loan servicers to take actions that may be essential to
preserve the value of the mortgage loans. Any such limitations are likely to cause delayed or reduced collections from mortgagors
and generally increased servicing costs. As a servicer of mortgage loans, any restriction on Capital Bank’s ability to foreclose on a
loan, any requirement that the Bank forego a portion of the amount otherwise due on a loan or any requirement that the Bank -
modify any original loan terms will in some instances require Capital Bank to advance principal, interest, tax and insurance
payments, which may negatively impact its business, financial condition, liquidity and results of operatlons

In addltlon for the single famlly residential loans covered by the loss sharing agreements, Capital Bank cannot collect loss share
payments until it liquidates the properties securing those loans. These loss share payments could be delayed by an extended
foreclosure process, including delays resulting from a court backlog, local or national foreclosure moratoriums or other delays, and
these delays could have a material adverse effect on Capital Bank’s results of operations.

Like other financial services institutions, Capttal Bank asset and ltabtlnjy structures are monetary in nature. Such
structures are affected by a variety.of factors, mcludtng changes in interest rates, which can impact the value of financial
instruments held by the Bank. .

Like other financial services institutions, Capital Bank has asset and liability structures that are essentially monetary in. .
nature and are directly affected by many factors, including domestic and international economic and political conditions, broad
trends in business and finance, legislation and regulation affecting the national and international business and financial
communities, monetary and fiscal policies, inflation, currency values, market conditions, the availability and cost of short-term or
long-term funding and capital, the credit capacity or-perceived creditworthiness of customers and counterparties and the level
and volatility of trading markets. Such factors can impact customers and counterparties of a financial services institution and may
impact the value of financial instruments held by a financial services institution. :

Capital Bank’s earnings and cash flows largely depend upon the level of its net interest income, which is the difference
between the interest income it earns on loans, investments and other interest earning assets, and the interest it pays on interest
bearing liabilities, such as deposits and borrowings. Because different types of assets and liabilities may react differently and at -
different times to market interest rate changes, changes in interest rates can increase or decrease Capital Bank’s net interest income.
When interest-bearing liabilities mature or reprice more quickly than interest earning assets in a period, an increase in interest rates
could reduce net interest income. Similarly, when interest earning assets mature or reprice more quickly, and because the
magnitude of repricing of interest earning assets is.often greater than mterest bearing labilities, falling interest rates could
reduce net interest income.

Additionally, an increase in interest rates may, among other things, reduce the demand for loans and Capital Bank’s ability
to originate loans and decrease loan repayment rates, while a decrease in the general level of interest rates may adversely affect the
fair value of the Bank’s financial assets and liabilities and its ability to realize gains on the sale of assets. A decrease in the general
level of interest rates may affect Capital Bank through, ameong other things, increased prepayments on its loan and mortgage-backed
securities portfolios and increased competltlon for deposits.

Accordingly, changes in the level of market interest rates affect Capital Bank’s net yield-on interest earning assets; loan
origination volume, loan and mortgage-backed securities portfolios and its overall results. Changes in interest rates may also have
a significant impact on any future mortgage loan origination revenues. Historically; there has been an inverse correlation between
the demand for mortgage loans and interest rates. Mortgage origination volume and revenues usually decline during periods of
rising or high interest rates and increase during periods of declining or low interest rates. Changes in interest rates also have a
significant impact on the carrying value of a significant percentage of the assets on Capital Bank’s balance sheet. Interest rates
are highly sensitive to many factors beyond the Bank’s management’s control, including general economic conditions and policies
of various governmental and regulatory agencies, particularly the Board of Governors of the Federal Reserve System (which we refer
to as the “Federal Reserve™). Capital Bank’s management cannot predict the nature and timing of the Federal Reserve’s -
interest rate policies or other changes:in monetary policies and economic conditions, which could negatlvely impact the
Bank’s financial performance .
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Capital Bank has benefited in recent periods from a favorable interest rate environment, but management beliéves that this
environment cannot be sustained indefinitely and interest rates would be expected to rise as the economy recovers. A
strengthening U.S. economy:would be expected to cause the:Board of Governors of the Federal Reserve to increase short-term
interest rates, which would increase Capital Bank’s borrowing costs.

The fair value of Capital Bank’s investment securities can fluctuate due to market conditions out of management’s control.

As of December 31, 2011, approximately 94% of Capital Bank’s investment securities portfolio was comprised of U.S.
government agency and sponsored enterprises obligations, U.S. government agency-and sponsored enterprises mortgage-backed:
securities and securities of municipalities. As of December 31, 2011, the fair value of Capital Bank’s investment securities portfolio
was approximately $827.4 million. Factors beyond Capital Bank’s control can significantly influence the fair value of securities in
its portfolio and can cause potential adverse changes to the fair value of these securities. These factors include, but are not
limited to, rating agency downgrades of the securities, defaults by the issuer or with respect to the underlying securities,
changes in market interest rates and continued instability in the credit markets. In addition, Capital Bank has historically taken a
conservative investment posture, concentrating on government issuances of short duration. In the future, Capital Bank may seek
to increase yields through more aggressive investment strategies, which may include a greater percentage of corporate
issuances and structured credit products. Any of these mentioned factors, among others, could cause other-than-temporary
impairments in future periods and result in a realized loss, which could have a material adverse effect on Capital Bank’s business.
The process for determining whether impairment is other-than-temporary usually requires complex, subjective judgments about
the future financial performance of the issuer and any collateral underlying the security in order to assess the probability of
receiving all contractual principal and interest payments on the security. Because of changing economic and market conditions
affecting issuers and the performance of the underlying collateral, Capital Bank may recognize realized and/or unrealized losses in
future periods, which could have an adverse effect on its financial condition and results of operations.

Capital Bank has a significant deferred tax asset that may not be fully realized in the future.

Capital Bank’s net-deferred tax asset totaled $164.2 million as of December 31, 2011. The ultimate realization of a deferred
tax asset is dependent upon the generation of future taxable income during the periods prior to the expiration of the related net
operating losses. If Capital Bank’s estimates and assumptions about future taxable income are not accurate, the value of its
deferred tax asset may not be recoverable and may result in a valuation allowance that would impact the Bank’s earnings.

Recent market disruptions have caused increased Ilqmdtty risks and, if Capital Bank is unable to maintain sufficient ltquzdtty, it
may not be able to meet the cash flow requirements of its deposztors and borrowers.

The recent dlsruptlon and 1111qu1d1ty in the credit markets have generally made potential funding sources more difficult to
access, less reliable and more expensive. Capital Bank’s liquidity is generally used to make loans and to repay deposit liabilities as
they become due or are demanded by customers, and further deterioration in the credit markets or a prolonged period without
improvement of market liquidity could present significant challenges in the management of Capital Bank’s liquidity and could
adversely affect its business, results of operations and prospects. For example, if as a result of a sudden decline in depositor
confidence resulting from negative market conditions, a substantial number of bank customers tried to withdraw their bank
deposits simultaneously, Capital Bank’s reserves may not be able to cover the withdrawals.

Furthermore, an inability to increase Capital Bank’s deposit base at all or at attractive rates would impede its ability to fund
the Bank’s continued growth, which could have an adverse effect on the Bank’s business, results of operations and financial
condition. Collateralized borrowings such as advances from the FHLB are an important potential source of liquidity. Capital
Bank’s borrowing capacityis generally dependent on the value of the collateral pledged to the FHLB. An adverse regulatory
change could reduce Capital Bank’s borrowing capacity or eliminate certain types of collateral and could otherwise modify or
even eliminate the. Bank’s access to FHLB advances, Federal Fund line borrowings and discount window advances. Liquidity
may also be adversely impacted by bank supervisory and regulatory authorities mandating changes in the composition of
Capital Bank’s balance sheet to asset classes that are less liquid. Any such change or termmatlon may. have an adverse effect on
Capital Bank’s liquidity.. g

Capital Bank’s access to other funding sources could be impaired by factors that are not specific to the Bank, such as a
disruption in the financial markets or negative views and expectations about the prospects for the financial services industry in
light of recent turmoil faced by banking organizations and the unstable credit markets. Capital Bank may need to incur additional
debt in the future to achieve its business objectives, in connection with future acquisitions or for other reasons. Any borrowings, if
sought, may not be available to Capital Bank or, if available, may not be on favorable terms. Without sufficient liquidity, Capital
Bank may not be able to meet the cash flow requirements of its depositors and borrowers, which could have a material adverse
effect on the Bank’s financial condition and results of operations.
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Capital Bank may not be able to retain or.develop a strong core depos:t base or other low-cost funding sources.

Capital Bank expects to depend on checking, savmgs and money market deposit account balances and other forms of customer
deposits as its primary source of funding for the Bank’s.lending activities. Capital Bank’s future growth will largely depend on .
its ability to retain and grow a strong deposit base. Because 43% of Capital Bank’s deposits as of December 31, 2011 were time
deposits, it may prove harder to maintain and grow the Bank’s deposit base than would otherwise be the case. Capital Bank is
also working to transition certajn of its customers to lower cost traditional banking services as higher cost funding sources, such
as high interest certificates of deposit, mature. There may be competitive pressures to pay higher interest rates on deposits, which
could increase funding costs and compress net interest margins. Customers may not transition to lower yielding savings or
investment products or continue their business with Capital Bank, which could adversely affect its operations. In addition, with
recent concerns about bank failures, customers have become concerned about the extent to which their deposits are insured by
the FDIC, particularly customers that may maintain deposits.in excess of insured-limits. Customers may withdraw deposits in an
effort to ensure that the amount that they have on deposit with Capital Bank is fully insured and may place them in other
institutions or make investments that are perceived as being more secure: Further, even if Capital Bank is able to grow and maintain
its deposit base, the account and deposit balances can decrease when customers perceive alternative investments, such as the
stock market, as providing a better risk/return tradeoff. If customers move money out of bank deposits and into other
investments (or similar products.at other institutions that may provide a higher rate of return), Capital Bank could lose a
relatively low cost source of funds, increasing its funding costs.and reducing the Bank’s net interest income and net income.
Additionally, any such loss of funds could result in' lower loan or1g1nat10ns which could materially negatively impact Capltal
Bank’s growth strategy and results of operations.

Capital Bank operates in a highly competitive mdustry and faces s1gmf cant competmon Jfrom other ﬁnanczal institutions and
financial services providers, which- may decrease its growth or prof its.

Consumer and commercial bankmg is highly competltlve Capltal Bank’s market contains not only a large number of community
and regional banks, but also a significant presence of the country’s largest commercial banks. Capital Bank competes with other
state and national financial institutions as well as savings and loan associations, savings banks and credit unions for deposits and
loans. In addition, Capital Bank competes with financial intermediaries, such as consumer finance companies, mortgage banking
companies, insurance companies, securities firms, mutual funds and several government agencies as well as major retailers, all
actively engaged in providing various types of loans and other financial services. Some of these.competitors may have a long
history of successful operations in Capital Bank’s markets, greater ties to local businesses and more expansive banking
relationships, as well as better established depositor bases. Competitors with greater resources may possess an advantage by being
capable of maintaining numerous bankmg Iocations in more convenient sites, operating more ATMs and conducting extensive
promotional and advertlsmg campaigns or operating a more developed Internet platform.

The financial services industry couid become even more competitive as a result of legislative, regulatory and technological
changes and continued consolidation. Banks, securities firms and insurance companies can merge under the umbrella of a financial
holding company, which can offer virtually any type of financial service, including banking, securities underwriting, insurance (both
agency and underwriting) and merchant banking. Increased competition among financial services companies due to the recent
consolidation of certain competing financial institutions may adversely affect Capital Bank’s ability to market its products and
services. Also, technology has lowered barriers to entry and made it possible for banks to compete in Capital Bank’s market
without a retail footprint by offering competitive rates, as well as non-banks to offer products and services traditionally provided
by banks. Many of Capital Bank’s competitors have fewer regulatory constraints and may have lower cost structures.
Additionally, due to their size, many competitors may offer a broader range of products and services as well as better pricing for
certain products and services than Capital Bank can. k

Capital Bank’s ability to compete sﬁccessfully',depends ona humber of factors, including:

+ the ability to develop, mamtam and bu11d upon long-term customer relationships based on quality service and high ethical
standards;

» the ability to attraet and retain qualified employeeS'to operate the Barl'k’s business effectively;

+ the ability to expand the Bank’s market pos1t10n

o the scope relévance and prlcmg of products and servrces offered to meet customer needs and demands;
» the rate at which the Bank introduces new products and services relative to its competitors;

« customer satisfaction with the Bank’s level of service; and

» industry and general economic trends.
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Failure to perform in any of these areas could significantly weaken Capital Bank’s competitive position, which could adversely
affect its growth and profitability, which, in turn, could harm the Bank’s business, financial condition and results of operations.

Capital Bank may be adversely affected by the soundness of other ﬁnanci'al institutions

Capital Bank’s ability to engage in routine funding and other transactions could be adversely affected by the actions and
commercial soundness of other financial institutions. Financial services institutions are interrelated as a result of trading, clearing,
counterparty or other relationships. Defaults by, or even rumors or questions about, one or more financial institutions, or the
financial services industry generally, may lead to market-wide liquidity problems and losses of depositor, creditor and
counterparty confidence and could lead to losses or defaults by us or by other institutions. : :

Capital Bank is subject to losses due to the errors or fraudulent behavior of employees or third parties.

Capital Bank is exposed to many types of operational risk, including the risk of fraud by employees and outsiders, clerical
recordkeeping errors and transactional errors. Capital Bank’s business is dependent on its employees as well as third-party
service providers to process a large number of increasingly complex transactions. Capital Bank could be materially adversely
affected if one of its employees causes a significant operational breakdown or failure, either as a result of human error or where
an individual purposefully sabotages or fraudulently manipulates the Bank’s operations or systems. When Capital Bank originates
loans, it relies upon information supplied by loan applicants.and third parties, including the information contained in the loan
application, property appraisal and title information, if applicable, and employment and income documentation provided by third
parties. If any of this information is misrepresented and such misrepresentation is not detected prior to loan funding, Capital Bank
generally bears the risk of loss associated with the misrepresentation. Any of these occurrences could result in a diminished
ability of Capital Bank to operate its business, potential liability to customers, reputational damage and regulatory intervention,
which could negatively impact the Bank’s business, financial condition and results of operations.

Capital Bank is dependent on its information technology and telecommunications systems and third-party servicers, and
systems failures, interruptions or breaches of security could have an adverse effect on the Bank’s financial condition and
results of operations. '

Capital Bank’s business is highly dependent on the successful and uninterrupted functioning of its information technology
and telecommunications systems and third-party servicers. Capital Bank outsources many of its major systems, such as data
processing, loan servicing and deposit processing systems. The failure of these systems, or the termination of a third-party
software license or service agreement on which any of these systems is based, could interrupt the Bank’s operations. Because
Capital Bank’s information technology and telecommunications systems interface with and depend on third-party systems, the
Bank could experience service denials if demand for such services exceeds capacity or such third-party systems fail or
experience interruptions. If sustained or repeated, a system failure or service denial could result in a deterioration of Capital
Bank’s ability to process new and renewal loans, gather deposits and provide customer service, compromise the Bank’s ability to
operate effectively, damage its reputation, result in a loss of customer business and/or subject the Bank to additional regulatory
scrutiny and possible financial liability, any of which could have a material adverse effect on the Bank’s financial condition and
results of operations. '

In addition, Capital Bank provides its customers the ability to bank remotely, including online over the Internet. The secure
transmission of confidential information is a critical element of remote banking. Capital Bank’s network could be vulnerable to
unauthorized access, computer viruses, phishing schemes, spam attacks, human error, natural disasters, power loss and other
security breaches. Capital Bank may be required to spend significant capital and other resources to protect against the threat of
security breaches and computer viruses, or to alleviate problems caused by security breaches or viruses. To the extent that Capital
Bank’s activities or the activities of its customers involve the storage and transmission of confidential information, security
breaches and viruses could expose the Bank to claims, litigation and other possible liabilities. Any inability to prevent security
breaches or computer viruses could also cause existing customers to lose confidence in Capital Bank’s systems and could adversely
affect its reputation, results of operations and ability to attract and maintain customers and businesses. In addition, a security breach
could also subject Capital Bank to additional regulatory scrutiny, expose the Bank to civil litigation and possible financial liability and
cause reputational damage.

Hurricanes or other adverse weather events would negatively affect Capital Bank’s local economies or disrupt its operations,
which would have an adverse effect on the Bank’s business or results of operations.
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Capital Bank’s market areas in the southeastern region of the United States are susceptible to natural disasters, such as hurricanes,
tornadoes, tropical storms, other severe weather events and related flooding and wind damage, and manmade disasters, such as the
2010 oil spill in the Gulf of Mexico. Capital Bank’s market areas in Tennessee are susceptible to natural disasters, such as
tornadoes and floods. These natural disasters could negatively impact regional economic conditions, cause a decline in the value
or destruction of mortgaged properties and an increase in the risk of delinquencies, foreclosures or loss on loans originated by
Capital Bank, damage its banking facilities and offices and negatively impact the Bank’s growth strategy. Such weather events
can disrupt operations, result in damage to properties and negatively affect.the local economies in the markets where Capital
Bank operates. The Bank’s management cannot predict whether or to what extent damage that may be caused by future
hurricanes or tornadoes will affect Capital Bank’s operations or the economies in its current or future market areas, but such
weather events could negatively impact economic conditions in these regions and result in a decline in local loan demand and
loan originations, a decline in the value or destruction of properties securing Capital Bank’s loans and an increase in
delinquencies, foreclosures or loan losses. Capital Bank’s business or results of operations may be adversely affected by these
and other negative effects of natural or manmade disasters.

Risks Relating to Capital Bank’s Growth Strategy
Capital Bank may not be able to ejféctively manage its growth. .

Capital Bank’s future operating results depend to a lé.rge extent on its ability to successfully manage its rapid growth. Capital
Bank’s rapid growth has placed, and it may continue to place, significant demands on its operations and management. Whether
through additional acquisitions or organic growth, Capital Bank’s current plan to expand its business is dependent upon:

* the ability of its officers and other key employees to continue to implement and improve its operational, credit, financial,
management and other internal risk controls and processes and its reporting systems and procedures in order to manage a
growing number of client relationships;

* to scaleits technology platform;

* to integrate its acquisitibns and develop consistent policies throughout the various businesses; and

» to manage a growing number of client relationships.

Capital Bank may not successfully implement 1mprovements to, or integrate, its management information and control
systems, procedures and processes in an efficient or timely manner and may discover deficiencies in existing systems and
controls. In particular, Capital Bank’s controls and procedures must be able to accommodate an increase in expected loan
volume and the infrastructure that comes with new branches and banks. Thus, Capital Bank’s growth strategy may divert
management from its existing businesses and may require the Bank to incur additional expenditures to expand its administrative
and operational infrastructure and, if Capital Bank is unable to effectively manage and grow its banking franchise, its business
and the Bank’s consolidated reSults of operations and financial condition could be materially and adversely impacted. In addition,
if Capital Bank is unable to manage future expansion in its operations, the Bank may experience compliance and operational
problems, have to slow the pace of growth, or have to incur additional expenditures beyond current projections to support such
growth, any one of which could adversely affect Capital Bank’s business.

Many of Capital Bank’s new activities and expansion Dplans require regulatory approvals, and fatlure to obtam them may restrict
its growth.

Capital Bank intends to complement and expand its business by pursuing strategic acquisitions of banks and other financial
institutions. Generally, any acquisition of target financial institutions or assets by CBF or Capital Bank will require approval by,
and cooperation from, a number of governmental regulatory agencies, possibly including the Federal Reserve, the OCC and the
FDIC, as well as state banking regulators. In acting on such apphcatlons of approval, federal banking regulators consider, among
other factors:

+ the effect of the acquisition on competition;
* the financial condition and future prospects of the applicant and the banks involved,;

 the managerial resources of the applicant and the banks involved;
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* « the convenience and needs of the community, 1ncludmg the record of performance under the Commumty Reinvestment Act
(which we refer to as the “CRA™); and

* the effectlveness of the applicant in combatmg money laundermg activities.

Such regulators could deny an application based on the above criteria or other considerations or the regulatory approvals may
not be granted on terms that are acceptable to CBF or Capital Bank. For example, Capital Bank could be required to sell branches
as a condition to receiving regulatory approvals, and such a condltlon may not'be acceptable to CBF or Caprtal Bank or may
reduce the benefit of any acquisition.

The success of future transactions will depend on CBF’s ability to successfully identify and consummate transactions with
target financial institutions that meet its investmént criteria. Because of the significant competition for acquisition opportunities
and the limited number of potential targets, CBF may not be able to successfully consummate acquisitions necessary to grow its
business.

The success of future transactions will depend on CBEF’s ability to successfully identify and consummate transactions with target
financial institutions that meet its investment criteria. There are significant risks associated witli CBF’s ability to identify and
successfully consummate transactions with target financial institutions. There are a limited number of acquisition opportunities,
and CBF expects to encounter intense competition from othér banking organizations competing for acquisitions and also from
other investment funds and entities looking to-acquire financial institutions. Many of these entities are well established and have
extensive experience in identifying and effecting acquisitions directly or through affiliates. Many of these competitors possess
ongoing banking operations with greater technical, human and other resources than CBF and Capital Bank do, and CBF’s
financial resources will be relatively limited when contrasted with those of many of these competitors. These organizations may
be able to achieve greater cost savings through consolidating operations than CBF could. CBF’s ability to compete in acquiring
certain sizable target institutions will be limited by its available financial resources. These inherent competitive limitations give
others an advantage in pursuing the acquisition of certain target financial institutions. In addition, increased competition may
drive up the prices for the types of acquisitions CBF intends to target, which would make the identification and successful
consummation of acquisition opportunities more difficult. Competitors may be willing to pay more for target financial
institutions than CBF believes are justified, which could result in CBF having t6 pay more for target financial institutions than it
prefers or to forego target financial institutions. As a result of the foregoing, CBF may be unable to successfully identify and
consummate future transactions to grow its business on commercially attractive terms, or at all.

Because the institutions CBF intends to acquire may have distressed assets, CBF may not be able to realize the value it
predicts from these assets or make sufficient provision for future losses in the value of, or accurately estimate the future write-
downs taken in respect of, these assets.

Delinquencies and losses in the loan portfolios and other assets of ﬁnanc1a1 institutions that CBF acquires may exceed its
initial forecasts developed during the due diligence 1nvest1gatron prior to acquiring those institutions. Even if CBF conducts
extensive due diligence on an entity it decides to acquire, this dlhgence may not reveal all material issues that may affect a
particular entity. The diligence process in FDIC-assisted transactions is also expedited due to the short acquisition timeline that is
typical for these depository institutions. If, during the diligence process, CBF fails to identify issues specific to an entity or the
environment in which the entity operates, CBF may be forced to later write down or write off assets, restructure its operations, or
incur impairment or other charges that could result in other reporting losses. Any of these events could adversely affect the
financial condition, liquidity, capital position and value of institutions CBF acquires and of CBF as a whole. If any of the

_foregoing adverse events occur with respect to one subsidiary, they may adversely affect other of CBF’s subsidiaries or the CBF
as a whole. Current economic conditions have created an uncertain environment with respect to asset valuations and there is no
certainty that CBF will be able to sell assets of target institutions if it determines it would be in its best interests to do so. The
institutions CBF will target may have substantial amounts of asset classes for which there is currently limited or no marketability.

The success of “future transactions will depend on CBF’s ability to sucéessfully combine the target financial institution’s

business with CBF’s existing banking business and, if CBF experiences difficulties with the integration process, the anticipated
benefits of the acquisition may not be realized fully or at all or may take longer to realize than expected.

-38-



The success of future transactions will depend, in part, on CBF’s ability to successfully combine the target financial
institution’s business with its existing banking business. As-with any acquisition involving financial institutions, there may be
business disruptions that result in the loss of customers or cause customers to remove their accounts and move their business to
competing banking institutions. It is possible that the integration process could result in additional expenses in connection with
the integration processes and the disruption of ongoing business or inconsistencies in standards, controls, procedures and policies
that adversely affect Capital Bank’s ability to maintain relationships with clients, customers, depositors and employees or to
achieve the anticipated benefits of the acquisition. Integration efforts, including integration of the target financial institution’s
systems into Capital Bank’s systems may divert the Bank’s management’s attention-and resources, and CBF may be unable to
develop, or experience prolonged delays in the development of, the systems necessary to operate its acquired banks, such as a
financial reporting platform or a human resources reporting platform call Center. If CBF experiences difficulties with the
integration process, the anticipated benefits of any future transaction may not be realized fully or at all or may take longer to
realize than expected. Additionally, CBF and Capital Bank may be unable to recognize synergies, operating efficiencies and/or
expected benefits within expected timeframes within expected cost projections, or at all. CBF may also not be able to preserve the
goodwill of the acqulred financial institution. : : :

Projected operating results for entities to be acquired by CBF may be inaccurate and may vary significantly from actual results.

CBF will generally establish the pricing of transactions and the capital structure of entities to be acquired on the basis of
financial projections for such entities. In general, projected operating results will be based primarily on management judgments.
In all cases, projections are only estimates of future results that are based upon assumptions made at the time that the projections
are developed and the projected results may vary significantly from actual results. General economic, political and market
conditions, which are not predictable, can have a material adverse impact on the reliability of such projections. In the event that the
projections made in connection with CBF’s acquisitions, or future projections with respect to new acquisitions, are not accurate,
such inaccuracies could materially and adversely affect Capital Bank’s business and CBF’s consolidated results of operations and
financial condition.

Changes in accounting standards may affect how we report our financial condition and results of operations.

Our accounting pohmes and methods are fundamental to how we record and report our financial condition and results of
operations. From time to time, the Financial Accounting Standards Board (which we refer to as the “FASB”) or other regulatory
authorities change the financial accounting and reporting standards that govern the preparation of financia) statements, These
changes can be hard to predict and can materially impact how we record and report our financial condition and results of
operations. In some cases, we could be required to apply a new or revised standard retroactively, resulting in us restating prior
period financial statements.

Risks Relating to the Regulation of Capital Bank’s Industry

Capital Bank operates in a highly regulated industry and the l_aivs and regulations that govern its bperations, corporate
governance, executive compensation and financial accounting, or reporting, including changes in them or Capital Bank’s
Jailure to comply with them, may adversely affect us.

Capital Bank is subject to extensive regulation and supervision that govern almost all aspects of its operations. Intended to
protect customers, depositors, consumers, deposrc insurance funds and the stability of the U.S. financial system, these laws and _
regulations, among other matters, prescribe minimum capital requirements, impose limitations on the Company and Capital Bank’s
business activities, limit the dividend or distributions that Capital Bank or the Company can pay, restrict the ability of institutions
to guarantee Capital Bank’s debt and impose certain specific accounting requirements that may be more restrictive and may result
in greater or earlier charges to earnings or reductions in the Bank’s capital than GAAP. Compliance with laws and regulations can
be difficult and costly and changes to laws and regulations often impose additional compliance costs. Capital Bank is currently
facing increased regulation and supervision of the industry as a result of the financial crisis in the banking and financial markets.
Such additional regulation and supervision may increase Capital Bank’s costs and limit its ability to pursue business -
opportunities. Further, the Company, CBF or Capital Bank’s failure to comply with these laws and regulations, even if the failure
was inadvertent or reflects a differénce in interpretation, could subject the Bank to restrictions on its- business activities, fines and
other penalties, any of which could adversely affect its results of operations, capital base and the price of CBF’s or the
Company’s securities. Further, any new laws, rules and regulations could make comphance more difficult or expensive or
otherwise adversely affect Capital Barik’s business and finiancial condition.
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Capital Bank is periodically subject to examination and scrutiny by a number of banking agencies and, depending upon the
findings and determinations of these agencies, the Bank may be required to make adjustments to its business that could
adversely affect it.

Federal and state banking agencies periodically conduct examinations of Capital Bank’s business, including compliance with
applicable laws and regulations. If, as a result of an examination, a federal banking agency were to determine that the
financial condition, capital resources, asset quality, asset concentration, earnings prospects, management, liquidity sensitivity to
market risk or other aspects of any of Capital Bank’s operations has become unsatisfactory, or that the Bank or its
management is in violation of any law or regulation, it could take a number of different remedial actions as it deems appropriate.
These actions include the power to enjoin “unsafe or unsound” practices, to require affirmative actions to correct any conditions
resulting from any violation or-practice, to issue an administrative order that can be judicially enforced, to direct an increase in
Capital Bank’s capital, to restrict its growth, to change the asset composition of its portfolio or balance sheet, to assess civil
monetary penalties against its officers or directors, to remove officers and directors and, if it is concluded that such conditions
cannot be corrected or there is an imminent risk of loss to depositors, to terminate its deposit insurance. If Capital Bank becomes
subject to such regulatory actions, its business, results of operations and reputation may be negatively impacted.

The enactment of the Dodd-Frank Wall Street Reform and Consumer Protection Act of 2010 may have a material effect on
Capital Bank’s operations.

On July 21, 2010, President Obama signed into law the Dodd-Frank Wall Street Reform and Consumer Protection Act
(which we refer to as the “Dodd-Frank Act”), which imposes significant regulatory and compliance changes The key effects of
the Dodd-Frank Act on Capital Bank’s business are: -

« changes to regulatory capital requirements;
+ exclusion of hybrid securities, including trust preferred securities, issued on or after May 19, 2010 from Tier 1 capitél;

«  creation of new government regulatory agencies (such as the Financial Stability Oversight Council which will oversee
systemic risk, and the Consumer Financial Protection Bureau, which will develop and enforce rules for bank and non-
bank providers of consumer financial products);

+ potential limitations on federal preemption;

» changes to deposit insurance assessments;

» regulation of debit interchange fees the Bank earns;

+ changes in retail banking regulations, including potential limitations on certain fees the Bahk may charge; and
+ changes in regulation of consumer mortgage loan originalion and risk retention.

In addition, the Dodd-Frank Act restricts the ability of banks to engage in certain proprietary trading or to sponsor or invest in
private equity or hedge funds. The Dodd-Frank Act also contains provisions designed to limit the ability of insured depository
institutions, their holdmg companies and their affiliates to conduct certain swaps and derivatives activities and to take certain
principal positions in ﬁnanc1al instruments.

Some provisions of the Dodd- Frank Act became effective 1mmed1ately upon its enactment. Many provisions, however, will
require regulations to be promulgated by various federal agencies in order to be implemented, some of which have been proposed
by the applicable federal agencies. The provisions of the Dodd-Frank Act may have unintended éffects, which will not be clear
until implementation. The changes resulting from the Dodd-Frank Act may impact the proﬁtab111ty of Capital Bank’s business
activities, require changes to certain of its business practices, impose upon the Bank more stringent cap1tal liquidity and
leverage requirements or otherwise adversely affect Capital Bank’s business. These changes may also require Capital Bank to
invest significant management attention and resources to evaluate and make any changes necessary to comply with new statutory
and regulatory requirements. Failure to comply with the new requirements may negatively impact Capital Bank’s results of
operations and financial condition. While management cannot predict what effect any presently contemplated or future changes
in the laws or regulations or their interpretations would have on Capital Bank or the Company, these changes could be materially
adverse to the Company, Capital Bank and CBF.

The short-term and long-term impact of the new regulatory capital standards and the forthcoming new capital rules is
uncertain.
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On September-12, 2010, the Group of Governors and Heads of Supervision, the oversight body of the Basel Committee on
Banking Supervision, announced an agreement to a-strengthened set of capital requirements for internationally active banking
organizations in the United States and around the world, known as Basel III. Basel III increases the requirements for minimum
common equity, minimum Tier 1 capital and minimum total cap1ta1 to.be phased in over time untll fully phased in by January 1,
2019. C ; 1 v

Various provisions of the Dodd-Frank Act increase the capital requirements.of bank holding companies, such as the
Company, and non-bank financial companies that are supervised by the Federal Reserve. The leverage and risk-based capital
ratios of these entities may not be-lower than the leverage and risk-based capital ratios for insured depository institutions. In
particular, bank holding companies, many of which-have long relied on trust preferred securities as a component of their regulatory
capital, will no longer be permitted to count trust preferred securities toward their Tier 1 capital. While the Basel III changes and
other regulatory capital requirements will likely result in.generally higher régulatory capital standards, it is difficult at this time to
predict how any new standards will ultimately be applied to the Company, CBF and Capital Bank. ,

The FDIC’s restoration plan and the related increased assessment rate could adversely affect Capital Bank’s earnings.

The FDIC insures deposits at FDIC-insured depository institutions, such as Capital Bank, up to applicable limits. The amount of
a particular institution’s deposit insurance assessment is based on: that institution’s risk classification under an FDIC risk-based
assessment system. ‘An institution’s risk classification‘is assigned based on its capital levels and the level of supervisory concern -
the institution poses to its regulators. Market developments have significantly depleted the deposit insurance fund of the FDIC
(which we refer to as the “DIF”) and reduced the ratio of reserves to insured deposits. As a result of recent economic conditions
and the enactment of the Dodd-Frank Act, the FDIC has increased the deposit insurance assessment rates and thus raised deposit -
premiums for insured depository institutions. If these increases are insufficient for the DIF to meet its funding requirements, there
may need to be further special assessments-or increases in deposit insurance premiums. Capital Bank is generally unable to
control the amount of premiums that it is required to pay for FDIC insurance. If there are additional bank or financial institution
failures, Capital Bank may be required to pay even higher FDIC premiums than the recently increased levels. Any future
additional assessments, increases or required prepayments in FDIC insurance premiums may materially adversely affect results of
operations, 1nclud1ng by reducmg Capital Bank’s proﬁtablhty or limiting its ab111ty to pursue certain business opportumtles

Capttal Bank is sub]ect to federal and state and fair lending laws, and failure to comply with these laws could lead to material
Denalties.

Federal and state fair lending laws and regulations, such as the Equal Credit Opportunity Act and the Fair Housing Act, impose
nondiscriminatory lending requirements on financial institutions. The Department of Justice, Consumer Financial Protection
Bureau and other federal and state agencies are responsible for enforcing these laws and regulations. Private parties may also have
the ability to challenge an institution’s performance under fair lending laws in private class action litigation. A successful challenge
to Capital Bank’s performance under the fair lending laws and regulations could adversely impact the Bank’s rating under the
Community Reinvestment Act and result in a wide variety of sanctions, including the required payment of damages and civil
money penalties, injunctive relief, imposition of restrictions.on merger and acquisition activity and restrictions on expansion
activity, which could negatively impact Capital Bank’s reputation business, financial condition and results of operations.

Capttal Bank faces a risk of noncomplzance and enforcement action with the Bank Secrecy Act and other amz-money laumlermg
statutes and regulations.

The federal Bank Secrecy Act, the Uniting and Strengthening America by Providing Appropriate Tools Required to Intercept
and Obstruct Terrorism Act of 2001 (which we refer to-.as the “PATRIOT Act”) and other laws and regulations require financial
institutions, among other duties, to-institute and maintain-effective anti-money laundering programs and file suspicious activity
and currency transaction reports as appropriate. The federal Financial Crimes Enforcement Network, established by the U.S.
Treasury Department to administer the Bank Secrecy Act, is authorized to impose significant civil money penalties for-violations
of those requirements and has recently engaged in coordinated enforcement efforts with the individual federal banking regulators,
as well as the U.S. Department of Justice, Drug Enforcement-Administration and Internal Revenue Service. There is also increased
scrutiny of compliance with the rules enforced by the Office of Foreign Assets Control (which we refer to as “OFAC”). If Capital
Bank’s policies, procedures and systems are deemed deficient or the policies, procedures and systems of the financial institutions
that CBF has already acquired or may acquire in the future are deficient, Capital Bank would be subject to liability, including
fines and regulatory actions such as restrictions on its-ability to pay dividends and the necessity to obtain:regulatory approvals to
proceed with certain aspects of its business plan, including its acquisition plans, which would negatively impact its business,
financial condition and results of operations. Failure to maintain and implement adequate programs to combat money laundering:
and terrorist financing could also have serious reputational consequences for Capital Bank. =~ -

-41 -



Federal, state and local consumer lending laws may restrict Capital Bank’s ability to originate certain morigage loans or
increase the Bank’s risk: of liability with respect to such loans and could increase its cost of doing business.

Federal, state and-local laws have been adopted that are intended to eliminate certain lending practices considered
“predatory.” These laws prohibit practices such as steering borrowers away from more affordable products, selling unnecessary
insurance to borrowers, repeatedly refinancing loans and making loans without a reasonable expectation that the borrowers will be
able to repay the loans irrespective of the value of the underlying property. It is Capital Bank’s policy not to-make predatory
loans, but these laws create the potential for liability with respect to the Bank’s lending and loan investment activities. They
increase Capital Bank’s cost of doing business and, ultimately, may prevent the Bank from making certain loans and cause it to
reduce the average percentage rate or the points and fees on loans that it-does make. co = :

The Federal Reserve may require the Company or CBF and its other subsidiaries to commit capital resources to support
Capital Bank. ‘ ‘ : o '

The Federal Reserve, which examines the Company and CBF, requires-a bank holding company to act as a source of financial
and managerial strength to a subsidiary bank and to commit resources to support such subsidiary bank. Under the “source of
strength” doctrine, the Federal Reserve may require a bank holding company to‘make capital injections into a troubled
subsidiary bank and may charge the bank holding company with engaging in unsafe and unsound practices for failure to commit
resources to such a-subsidiary bank. In addition, the Dodd-Frank Act directs the federal bank regulators to require that all
companies that directly or indirectly control an insured depository institution serve as a source of strength for the institution. Under
these requirements, in the future, the Company or CBF could be required to provide financial assistance to Capital Bank if'it
experiences financial distress. S L ;

A capital injection may be required at times when the Company or CBF do not have the resources to provide it, and therefore
the Company or CBF may be required to borrow the funds. In the-event of a bank holding company’s bankruptcy, the bankruptcy
trustee will assume any commitment by the holding company to a federal bank regulatory agency to maintain the capital of a \
subsidiary bank. Moreover, bankruptcy law provides that claims based on any such commitment will be entitled to a priority of
payment over the claims of the holding company’s general unsecured creditors, including the holders of its note obligations:
Thus, any borrowing that must be done by the holding company in order to make the required capital injection becomes more
difficult and expensive and will adversely impact the holding company’s cash flows, financial condition, results of operations and
prospects.

Stockholders may be deemed to be acting in concert or otherwise in control of Capital Bank, which could impose prior approval
requirements and result in adverse regulatory consequences for such holders. .

The Company and CBF are bank holding companies regulated by the Federal Reserve. Accordingly, acquisition of control of
CBF or the Company (or a bank subsidiary) requires prior regulatory notice or approval. ‘With certain limited exceptions, federal
regulations prohibit potential investors from, directly or indirectly, acquiring ownership or control of, or the. power to vote,
more than 10% (more than 5% if the acquirer is a bank holding company) of any class of our voting securities, or obtaining the
ability to control in any manner the election of a majority of directors or otherwise exercising a controlling influence over CBF
or Capital Bank’s management or policies, without prior notice or application to, and approval of, the Federal Reserve under the
Change in Bank Contrél Act or the Bank Holding Company ‘Act of 1956, as amended (which we refer to as the “BHCA”). Any
bank holding company or foreign bank with a U.S. presence also is required to obtain the approval of the Federal Reserve under the
BHCA to acquire or retain more than 5% of the Company or CBF’s outstanding voting securities.

In addition to regulatory approvals, any stockholder deemed to “control” the Company or CBF for purposes of the BHCA
would become subject to investment and activity restrictions and ongoing regulation and supervision. Any entity owning 25% or
more of any class of the Company or CBE’s voting securities, or a lesser percentage if such holder or group otherwise exercises a
“controlling influence” over the Company or CBF, may be subject to regulation as a “bank holding company” in accordance with
the BHCA. In addition, such a holder may be required to divest 5% or more of the voting:securities of investments that may be
deemed incompatible with bank holding company status, such as an investment in a company engaged in non-financial
activities. oo R ‘ :

Regulatory determination of “control” of a depository institution or holding company is based on all of the relevant facts and
circuinstances. In certain instances, stockholders may be determined to be “acting in concert” and their shares aggregated for
purposes of determining control for purposes of the Change in Bank Control Act. “Acting in concert” generally means knowing
participation in a joint activity orparallel action towards the common goal of acquiring control of a bank or a parent company,
whether or not pursuant to an express agreement. How this definition is applied in individual circumstances can vary among the
various federal bank regulatory agencies and cannot always be predicted with certainty. Many factors can lead to a finding of acting
in concert, including whether:
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. stockholders are commonly controlled or managed;:

« stockholders are parties to an oral or written agreement or understanding regardlng the acquisition, votmg or transfer of
control of voting securities of a bank or bank holding company; :

+ the holders each own stock in a bank and are also management officials, controlling stockholders, partners or trustees of
another company; or

» both a holder and a controlling stockholder, partner trustee or management ofﬁcral of the holder own equity in the bank
or bank holdmg company : . P

The Company s or CBF § common stock owned by holders determmed by a bank regulatory agency to be acting in concert
would be aggregated for purposes of determining whether those holders have control of a bank or bank holding company for
Change in.Bank Control Act purposes. Because the control regulations under the Change in Bank Control Act and the BHCA are
complex, potent1a1 investors should seek adv1ce from qualified banking counsel before making an. mvestment in the Company’s
common stock. . : ~ B

Risks Related to CBF’s Common Stock Proposed to be Issued in the Merger

The market price of CBF s Class A common stock could decline due to the large number of oﬁtstandirtg shares of its common
stock eligible for future sale.

Sales of substant1a1 amounts of CBF s Class A common stock in the pubhc market following the initial publlc offering orin
future offerings, or the perception that these sales could occur, could cause the market price of CBF’s Class A common stock to
decline. These sales could also make it more. difficult for CBF to sell equrty or equlty-related securities in the future, at a time and
place that CBF deems appropriate. .

In addition, CBF intends to file a registration statement on Form S-8 under the Securities Act to register additional shares of
Class A common stock for issuance under CBF’s 2010 Equity Incentive Plan. CBF may issue all of these shares without any action
or approval by CBF’s stockholders and these shares once issued (including upon exercise of outstanding options) will be available
for sale into the public market subject to the restrictions described above, if appl1cable to the holder. Any shares issued in
connection with acquisitions, the exercise of stock options or otherwrse would dllute the percentage ownership held by investors
who acquire CBF’s shares in the merger.

If shares of CBF %s Class B _noti-voting common stock are converted into shares of Class A common stock, your uqting power
subsequent to the merger will be diluted.

Generally, holders of CBF’s Class B non- Votlng common stock have no voting power and have no nght to part1c1pate in
any meeting of stockholders or to have notice thereof. However, holders of Class B non-voting common stock that are converted
into Class A common stock will have all the voting rights of the other holders of Class A common stock. Class B non-voting
common stock is not convertible in the hands of the initial holder. However, a transferee unaffiliated with the initial holder that
receives Class B non-votmg common stock subsequent to transfer perrmtted by CBF’s certificate of incorporation may elect to
convert each share of Class B non-voting common stock mto one share of Class A common stock. Subsequent to the merger, upon
conversion of any Class B non-voting common stock, your voting power will be diluted in proportion to the decrease in your
ownership of the total outstanding Class A common stock

The market price of CBF Class A common stock may be, volattle, which could cause the value of an investment in CBF’s
Class A common stock to decline.

The market price of CBF’s Class A common stock may fluctuate substantially due to a variety of factors, many of which are
beyond our control, including: :

«  general market conditions; ,
. vdomestic and intemational econornic factors unrélated o CBF’or“Caliital Bank’s perfonnance;
» " actual or anhclpated ﬂuctuatlons n CBF or Capltal Bank’s quarterly operatmg results;

» _changes in or farlure to meet publrcly drsclosed expectauons as to CBF or Caprtal Bank’s future financial performance
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*  downgrades in securities analysts’ estimates of CBF or Capital Bank’s financial performance or lack of research and reports by
industry analysts;

* changes in market valuations or earnings of similar companies;
 any future sales of CBF’s common stock or other securities; and

* additions or departures of key personnel.

The stock markets in general have experienced substantial volatility that has often been unrelated to the operating performance of
particular companies. These types of broad market fluctuations may adversely affect the trading price of CBF’s Class A common
stock. In the past, stockholders have sometimes instituted securities class action litigation against companies following periods of
volatility in the market price of their securities. Any similar litigation against the Company or CBF could result in substantial costs,
divert management s attention and resources and harm our business or results of operations. For example, we are currently |
operating in, and have benefited from, a protracted period of historically low interest rates that will not be sustained indefinitely, and
future fluctuations in interest rates could cause an increase in volatility of the market price of CBF’s Class A common stock.

CBF and the Company do not currently intend to pay dividends on shares of their common stock in the foreseeable future and
the ability to pay dividends will be subject to restrictions under applicable banking laws and regulations.

CBF and the Company do not currently intend to pay cash dividends on their common stock in the foreseeable future. The
payment of cash dividends in the future will be dependent upon various factors, including earnings, if any, cash balances, capital
requirements and general financial condition. The payment of any dividends will be within the discretion of the then-ex1st1ng
Board of Directors. It is the present intention of the Boards of Directors of the Company and CBF to retain all earnings, if any, for
use in business operations in the foreseeable future and, accordingly, the Boards of Directors do not currently anticipate declaring
any dividends. Because CBF and the Company do not expect to pay cash dividends on their common stock for some time, any
gains on an investment in CBF’s Class A common stock will be limited to the appreciation, if any, of the market value of the Class
A common stock.

Banks and bank holdmg comipanies are subject to certain regulatory restrictions on the payment of cash dividends. Federal bank
regulatory agencies have'the authority to prohibit bank holding companies from engaging in unsafe or unsound practices in
conducting their business. The payment of dividends by CBF and the Company depending on their financial condition could be
deemed an unsafe or unsound practice. The ability to pay dividends will directly depend on the ability of Capital Bank to pay
dividends to us, which in turn will be restricted by the requirement that it maintains an adequate level of capital in accordance with
requirements of its regulators and, in the future, can be expected to be further influenced by regulatory policies and capital
guidelines. In addition, on August 24, 2010, Capital Bank entered into the OCC Operating Agreement, which in certain
circumstances will restrict Capital Bank’s ablllty to pay d1v1dends to us, to make changes to its capital structure and to make certain
other business decisions.

Certain provisions of CBF’s certificate of incorporation and the loss sharing agreements may have anti-takeover effects, which
could limit the price investors might be willing to pay in the future for CBF’s common stock and could entrench
management. In addition, Delaware law may inhibit takeovers of CBF and could limit CBF’s ability to engage in certain
strategic transactions its Board of Dtrectors belzeves would be in the best interests of stockholders.

CBF’s certificate of incorporation contains provisions that may discourage unsolicited takeover proposals that stockholders may
consider to be in their best interests. These provisions include the ability of CBF’s Board of Directors to designate the terms of
and issue new series of preferred stock, which may make the removal of management more difficult and may discourage
transactions that otherwise could involve payment of a premium over prevailing market prices for CBE’s securities, including its
Class A common stock.

The loss sharing agreements with the FDIC require that Capital Bank receive prior FDIC consent, which may be withheld by
the FDIC in its sole discretion, prior to CBF, Capital Bank or the Company’s stockholders engaging in certain transactions. If any
such transaction is completed without prior FDIC consent, the FDIC would have the right to discontinue the relevarit loss
sharing arrangement. Among other things, prior FDIC consent is required for (1) a merger or consolidation of CBF or its bank
subsidiary with or into another company if CBF’s stockholders will own less than 66.66% of the combined company, (2) the
sale of all or substantially all of the assets of any of CBF’s bank subsidiary and (3) a sale of shares by a stockholder, or a
group of related stockholders, that will effect a change in control of Capital Bank, as determined by the FDIC with reference to
the standards set forth in the Change in Bank Control Act (generally, the acquisition of between 10% and 25% of any class of
CBF’s voting securities where the presumption of control is not rebutted, or the acquisition by any person, acting directly or
indirectly or through or in concert with one or more persons, of 25% or more of any class of CBF’s voting securities).
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If CBF or any stockholder desired to enter into any such transaction, the FDIC may not grant its consent in a timely
manner, without conditions, or at all. If one of these transactions were to occur without prior FDIC consent and the FDIC
withdrew its loss share protection, there could be a material adverse effect on Capital Bank’s financial condition, results of
operations and cash flows. In addition, statutes, regulations and policies that govern bank holdmg companies, including the BHCA,
may I‘CStI‘ICt CBF’s ability to enter into certain transactions. :

CBF is also subject to antl-takeover provisions under Delaware law. CBF has not opted out of Section 203 of the Delaware
General Corporation Law (which we refer to as the “DGCL”), which, subject to certain exceptions, prohibits a public Delaware
corporation from engaging in a business combination (as defined in such section) with an “interested stockholder” (defined
generally as any person who beneficially owns 15% or more of the outstanding voting stock of such corporation or any person
affiliated with such person) for a period of three years following the time that such stockholder became an interested stockholder,
unless (1) prior to such time the board of directors of such corporation approved either the business combination or the transaction
that resulted in the stockholder becoming an interested stockholder; (2) upon consummation of the transaction that resulted in
the stockholder becoming an interested stockholder, the interested stockholder owned at least 85% of the voting stock of such
corporation at the time the transaction commenced (excluding for purposes of determining the voting stock outstanding (but not
the outstanding voting stock owned by the interested stockholder) the voting stock owned by directors who are also officers or
held in employee benefit plans in which the employees do not have a confidential right to tender or vote stock held by the plan);
or (3) on or subsequent to such time the business combination is approved by the board of directors of such corporation and
authorized at a meeting of stockholders by the affirmative vote of at least two-thirds of the outstanding voting stock of such
corporation not owned by the interested stockholder.

Risks Related to Our Common Stock
CBF'is a controlling shareholder and may have interests that differ from the interests of our-other shareholders.

Upon. completion of the CBF Investment, CBF owned approximately 90% of the Company’s outstanding voting power. As a
result, CBF will be able to control the election of our directors, determine our corporate and management policies and determine
the outcome of any corporate transaction or other matter submitted to our shareholders for approval. Such transactions may
include mergers and acquisitions (including the contemplated potential merger of the. Company with and into CBF), sales of all or
some of the Company’s assets (including sales of such assets to CBF and/or CBF’s other subs1d1ar1es) or purchases of assets from
CBF and/or CBF’s other subsidiaries, and other significant corporate transactions.

Five of our seven dlrectors our Chief Executive Officer, our Chlef Financial Officer, and our Chief Risk Ofﬁcer are
affiliated with CBF. CBF also has sufficient voting power to amend our organizational documents. The interests of CBF may
differ from those of our other shareholders, and it may take actions that advance its interests to the detriment of our other
shareholders. Additionally, CBF is in the business of making investments in or acquiring financial institutions and may, from
time to time, acquire and hold interests in businesses that compete directly or indirectly with us. CBF may also pursue, for its own
account, acquisition opportunities that may be complementary to our business, and as a result, those acquisition opportunities may
not be available to us. :

This concentration of ownership could also have the effect of delaying, deferring or preventing a change in our control or
impeding a merger or consolidation, takeover or other business combination that could be favorable to the other holders of our
common stock, and the trading prices of our common stock may be adversely affected by the absence or reduction of a takeover
premium in the trading price.

As a controlled company, we are exempt from certain Nasdag corporate governance requirements.

The Company’s common stock is currently listed on the Nasdaq Global Select Market. The Nasdaq generally requires a
majority of directors to be independent and requires independent director oversight over the nominating and executive _
compensation functions. However, under the rules applicable to the Nasdagq, if another company owns more than 50% of the
voting power of a listed company, that company is considered a “controlled company” and exempt from rules relating to
independence of the board of directors and the compensation and nominating committees. The Company is a controlled company
because CBF beneficially owns more than 50% of the Company’s outstanding voting stock. Accordingly, the Company is exempt
from certain corporate governance requirements and its shareholders may not have all the protections that these rules are intended
to provide. :
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We may choose to voluntarily delist our common stock from Nasdagq or cease to be a reporting issuer under SEC rules.

We may choose to, or our majority shareholder CBF may cause us to, voluntarily delist from the Nasdaq Global Select
Market. If we were to delist from Nasdag, we may or may not list ourselves on another exchange, and may or may not be required
to continue to file periodic and current reports and other information as a reporting issuer under SEC rules. A delisting of our
common stock could negatively impact shareholders by reducing the liquidity and market price of our common stock, reducing
information available about the Company on an ongoing basis and potentially reducing the number of investors willing to hold or
acquire our common stock. In addition, if we were to delist fromNasdaq, we would no Jonger be subject to any of the corporate
governance rules applicable-to Nasdaq listed compames See also “As a controlled company, we are exempt from certain Nasdaq
corporate governance requrrements ‘ :

Future issuance or sales of our common stock or other securities will dilute the ownership interests of our existing
shareholders and could depress the market price of our common stock.

Our authorized capital includes 300,000,000 shares of common stock. As of March 23, 2012, we had 85,802,164 shares of
common stock outstanding and had reserved for issuance 193,600 shares underlying options that are exercisable at an average
price of $13.11 per share. Although we presently do not have any intention of issuing additional common stock, we may do so in
the future in order to meet our capital needs and regulatory requirements, and will be able to do so without shareholder approval,
up to the number of authorized shares. Our board of directors may determine from time to time a need to obtain additional capital
through the issuance of additional shares of common stock or other preferred securities including securities convertible into or
exchangeable for shares of our common stock, subject to limitations imposed by the Nasdaq and the Federal Reserve Board.
There can be no assurance that such shares can be issued at prices or on terms better than or equal to the terms obtained by our
current shareholders. The issuance of any additional shares of common stock or convertible or exchangeable preferred securities
by us in the future may result in a reduction of the:per share book value or market price, if any, of the then-outstanding common
stock. Issuance of additional shares of common stock or convertible or exchangeable preferred securities will reduce the
proportionate ownership.and voting power of our existing shareholders. In addition, new investors in the future may also have
rights, preferences and privileges senior to our current shareholders wh1ch may adversely 1rnpact our current shareholders.

Resales of our common stock or other securities in the public market may cause the market price of our common:stock to fall.

Sales of a substantial number of shares of our.common stock in the pubhc market by our shareholders (1nc1ud1ng CBF), or
the perception that such sales are likely to occur, could cause the market price of our common stock to decline. Pursuant to the
CBF Investment, we have agreed to provide customary registration rights for the shares of common stock issued to CBF and CBF
can exercise those rights in order to sell additional shares of our common stock at its discretion. We cannot predict the effect, if
any, that future sales of our common stock in the market, or aVailability of shares of our common stock for sale in the market, will
have on the market price of our common stock. We therefore:can give no assurance that sales of substantial amounts of our
common stock in the market, or the potential for large amounts of sales in the market, would not cause the prlce .of our common
stock to decline or impair our ability to raise capital through sales of our common stock. :

Market conditions and other factors may affect the value of our common stock.

The trading price of the shares of our common stock w111 depend on many factors, whi¢h may change from time to time,
including the factors substantially similar to those identified above under “—the market price of CBF’s Class A common stock
may be volatile, which could cause the value of an investment in CBF’s Class A common stock to decline.”

The trading volume in our common stock has been low and the sale of substantial amounts of our common stock in the public
market could depress the price of our common stock.

Our common stock is thinly traded. The average daily trading volume of our shares on The Nasdaq Global Select Market
during 2011 was approximately 39,627 shares. Thinly traded stock can be more volatile than stock trading in an active public
market. In recent years, the stock market has experienced a high level of price and volume volatility, and market prices for the
stock of many companies have experienced wide price fluctuations that have not necessarily been related to their operating
performance. Therefore, our shareholders may not be able to sell their shares at the volumes, prices, or times that they desire.

We cannot predict the effect, if any, that future sales of our common stock in the market, or availability of shares of our
common stock for sale in the market, will have on the market price of our common stock. We therefore can give no assurance
sales of substantial amounts of our common stock in the market, .or the potential for large amounts of sales in the market, would
not cause the price of our common stock to decline or impair our ability to raise capital through sales of our common stock.
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The holders of our subordinated debentures have rights that are senior to those of our common shareholders.

We have issued $33.4 million of subordinated debentures; which are senior to our shares of common stock. As a result, we
must make payments on the subordinated debentures (and the trust preferred securities related to a portion of the subordinated.
debentures) before any dividends can be paid on our common stock and, in the event of bankruptcy, dissolution or liquidation, the
holders of the debentures must be satisfied .before any‘:distributions can-be made to the holders of common stock. ;

An investment in our common stock is not an msured depos:t.

Our common stock is not a bank deposn and therefore, is not insured against loss by the FDIC, any other deposit insurance
fund or by any other public or private entity. Investment in our common stock is inherently risky for the reasons described in this
“Risk Factors” section and elsewhere in this report and is subject to the same market forces that affect the price of common stock
in any company. As a result our shareholders may lose some or all of their investment in our common stock.

Our ability to pay dmden_ds and other obltgattons is sub]ect to regulatory limitations and the Bank s ability to pay dividends to
us, which is also subject to regulatory limitations.

Our ability to pay our obligations and declare and pay dividends depends on certain federal regulatory considerations,
including the guidelines of the Federal Reserve regarding capital adequacy and dividends. The Company consults with the
Federal Reserve prior to payment of any dividends or interest on debt. If we are not permitted to make these payments, we may
experience adverse consequences under our agreements with the holders of our debt. Holders of our common stock are only
entitled to receive such dividends as our Board of Directors may: declare out of funds legally available for such payments.
Although we have historically paid cash dividends on our common stock, we are not required to do so and our Board of Directors
voted in the first quarter of 2010 to suspend the payment of our quarterly cash dividend. This may continue to adversely affect the
market price of our common stock.

We are a separate legal entity from the Bank and our other subsidiaries, and we do not have significant operations of our
own. We have historically depended on the Bank’s cash and liquidity as well as dividends to pay our operating expenses. Various
federal and state statutory provisions limit the amount of dividends that subsidiary banks can pay to their holding companies
without regulatory approval. The Bank is also subject to limitations under state law regarding the payment of dividends, including
the requirement that dividends may be paid only out of undivided profits and only if the Bank has surplus of a specified level.

It is possible, depending upon the financial condition of the Bank and other factors, that the federal and state regulatory
agencies could take the position. that payment of dividends by the Bank would constitute an unsafe or unsound banking practice.
In the event the Bank is unable to pay dividends sufficient to satisfy our obligations or is otherwise unable to pay dividends to us,
we may not be able to service our obligations as they become due or to pay dividends on our common stock. Consequently, the -
inability to receive dividends from the Bank could adversely affect our financial condition, results of operations, cash flows and
prospects.

ITEM 1B. UNRESOLVED STAFF COMMENTS

None.
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ITEM 2. PROPERTIES

The Company’s executive offices are located at 333 Fayetteville Street, Raleigh, North Carolina. As discussed in Ttem 1,
effective as of June 30, 2011 the Company’s-primary operating subsidiary, Old Capital Bank, was merged with and into Capital
Bank, NA. Subsequent to the Bank Merger, the Company began to account for its ownership in Capital Bank, NA under the -
equity method of accounting, and the assets and liabilities of the Bank were deconsolidated from the Company’s balance sheet.
Due to the Bank Merger and related deconsolidation of the Bank, there are no properties that are operated by the Company.

The information set forth in Item 1. Business — Facilities and Real Estate, is incorporated herein by reference.
ITEM 3. LEGAL PROCEEDINGS

There are no material pending legal proceedings to which the. Company or its subsidiaries is a party or to which any of the
Company’s or its subsidiaries’ property is subject. In addition, the Company is not aware of any threatened litigation, unasserted
claims or assessments that could have a material adverse effect on the Company’s business, operating results or condition.

ITEM 4. MINE SAFETY DISCLOSURES

Not applicable.

PART II =

ITEM 5. MARKET FOR REGISTRANT’S COMMON EQUITY RELATED STOCKHOLDER MATTERS AND
ISSUER PURCHASES OF EQUITY SECURITIES

Shares of Capital Bank Corporation commen stock are traded on the NASDAQ Global Select Market under the symbol
“CBKN.” The following table sets forth, for the quarters shown, the range of high and low sales prices of our common stock on
the NASDAQ Global Select Market and the cash dividends declared on the common stock. As of March 20, 2012, we had
approximately 85,802,164 shares of common stock outstanding, held of record by approximately 2,335 shareholders. The last
reported sales price of our common stock on the NASDAQ Global Select Market on March 20, 2012, was $2.08 per share.

: Cash Dividends

High Low - per Share Declared
2011 ’ '
First quarter - B : S $ 392§ 244 3 0.00
Second quarter 4.55 3.16 0.00
Third quarter 3.77 2.08 0.00
Fourth quarter S 245 184 ‘ 0.00
2010
First quarter $ 470 $ 3.00 $ 0.00
Second quarter 6.95 3.01 0.00
Third quarter 353 1.60 0.00
Fourth quarter 3.09 1.50 0.00
Dividend Policy

Our shareholders are entitled to receive such dividends or distributions as our Board of Directors authorizes in its discretion.
Our ability to pay dividends is subject to the restrictions of the North Carolina Business Corporation Act, the guidelines of the
Federal Reserve regarding capital adequacy and dividends, and our organizational documents, including our Articles of
Incorporation. There are also various statutory limitations under federal and North Carolina law on the ability of the Bank to pay
dividends to us.

We have currently suspended payment of our quarterly cash dividend. The Company’s Board of Directors will continue to
evaluate the payment of cash dividends quarterly and determine whether such cash dividends are in our best interest in the
business judgment of our Board of Directors and are consistent with maintaining our status as a “well capitalized” institution
under applicable banking laws and regulations. Our earnings and projected future earnings as well as capital levels will be
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reviewed by the Board of Directors on a quarterly basis to determine whether a quarterly dividend will be paid to shareholders,
and if so, the appropriate amount. Actual declaration of any future dividends and the establishment of the record dates related
thereto remains subject to further action by our Board of Directors as well as the limitations discussed above.

Additionally, the OCC Operating Agreement with Capital Bank, NA prohibits the Bank from paying a dividend for three
years following the July 16, 2010 initial acquisition date. Once the three»year period has elapsed, the agreement imposes other
restrictions on Capital Bank’s ability to pay dividends 1nclud1ng requiring prior approval from the OCC before any distribution is
made. Therefore, the Company does not expect to receive dividends from the Bank in the foreseeable future. .

Dividends that may be paid by a national bank without express approval of the OCC are limited to that bank’s retained net
profits for the preceding two years plus retained net profits up to the date of any dividend declaration in the current calendar year.
Based on the retained net profits of the Bank, declaration of dividends by the Bank to the Company during 201 1, if not subject to
other restrictions, would have been limited to approximately $10.5 million.

Recent Sales of Unregistered Securities

Other than as disclosed in our Current Report on Form 8-K, filed with the SEC on February 1, 2011, the Company did not
sell any securities in the fiscal year ended December 31, 2011 that were not registered under the Securities Act of 1933, as
amended (the “Securities Act”).

Repurchases of Equity Securities

On January 24, 2008, the Company’s Board of Directors authorized the repurchase (in the open market or in any private
transaction) of up to 1,000,000 shares of the Company’s currently outstanding shares of common stock. As of December 31,
2011, there were an aggregate of 989,900 shares remaining authorized for future repurchases. There were no repurchases (both
open market and private transactions) during the year ended December 31, 2011 of any of the Company’s securities registered
under Section 12 of the Exchange Act, by or on behalf of the Company, or any affiliated purchaser of the Company.

Stock Performance Graph

The followmg graph compares the cumulatxve total shareholder return on the Company s common stock since the last trading
day of 2006 with the cumulative return for the same period of: (i) the NASDAQ Composite Index; and.(ii) the NASDAQ Bank
Index, which is a broad-based capitalization-weighted index of domestic and foreign common stocks of banks that are traded on
NASDAQ. The Company’s common stock began trading on the NASDAQ SmallCap Market on December 18, 1997. As of April
1, 2002, the Company’s common stock has been trading on the NASDAQ Global Select Market. The graph assumes an
investment of $100 on the last trading day of 2006 in the Company’s common stock and in each index and that-all dividends, if
any, were reinvested. ' ‘ ' A
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ITEM 6. SELECTED FINANCIAL DATA

The following table sets forth the Company’s selected balance sheet data for the most recent five years ended December 31:

Successor Predecessor

Company Company
(Dollars in thousands) 2011 2010 2009 2008 2007
Selected Balance Sheet Data
Cash and cash equivalents $ 2,163 | $ 66,745 $ 29,513 § 54,455 $ 40,172
Investment securities - 223,292 245,492 278,138 259,116
Loans - 1,254,479 1,390,302 1,254,368 1,095,107
Allowance for loan losses - 36,061 26,081 14,795 13,571
Investment in and advance to Capital Bank,

NA 247,121 - - - -
Intangible assets - 1,774 2,711 3,857 63,345
Total assets 249,742 1,585,547 1,734,668 1,654,232 1,517,603
Deposits - 1,343,286 1,377,965 1,315,314 1,098,698
Borrowings and repurchase agreements - 121,000 173,543 147,010 208,642
Subordinated debentures 19,163 34,323 30,930 30,930 30,930
Shareholders’ equity 224,864 76,688 139,785 148,514 164,300
Tangible common equity ' 224,864 33,635 95,795 103,378 100,955

! Tangible common equity is a non-GAAP measure calculated as total shareholders’ equity less preferred stock and less goodwill and other

intangible assets, net.
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The following tables set forth the Company’s selected financial data for each period presented:

- Successor Predecessor
Company Company
Jan. 29,2011 | Jan.1,2011 = Year Year Year Year
to to - Ended Ended Ended Ended
(Dollars in thousands) Dec. 31,2011 | Jan. 28, 2011 Dec. 31,2010 Dec. 31, 2009 Dec. 31,2008 Dec. 31, 2007
Summary of Operations
Interest income $ 31,441 | § 5955 § 77,722 $ 83,141 $ 85,020 $ 94,537
Interest expense 6,528 1,996 26,759 34,263 42,424 50,423
Net interest income 24,913 3,959 50,963 48,878 42,596 44,114
Provision for loan losses 1,450 40 58,545 23,064 3,876 3,606
Net interest income (loss) after
provision for loan losses 23,463 3,919 (7,582) 25,814 38,720 40,508
Noninterest income 7,362 832 15,549 10,167 11,051 9,511
Noninterest expense 25,277 4,155 54,309 49,810 106,662 39,037
Net income (loss) before taxes 5,548 596 (46,342) (13,829) (56,891) 10,982
Income tax expense (benefit) 281 — 15,124 (7,013) (1,207) 3,124
Net income (loss) 5,267 596 (61,466) (6,816) (55,684) 7,858
Dividends and accretion on preferred s v »
stock — 861 2,355 2,352 124 —
Net income (loss) attributable to 1
common shareholders '$ 5,267 (265)$  (63,821)$ © (9,168) $  (55,808) $ 7,858
 Successor Predecessor
Company , Company .
Jan. 29, 2011 Jan. 1,2011 . ~ Year .. Year Year Year
) to to Ended Ended ) Ended Ended
Dec. 31,2011 Jan. 28, 2011 Dec. 31,2010  Dec. 31,2009 Dec. 31,2008 Dec. 31, 2007
Per Share Data .
Net income (loss) — basic $ 006 |$ 0.02) § (498) $ 0.80) $ 494) $ 0.69
Net income (loss) — diluted 0.06 (0.02) (4.98) (0.80) (4.94) 0.68
Book value 2.62 NA 2.75 8.68 9.54 14.71
Tangible book value 2.23 NA 267 8.50 9.29 9.16
Common stock dividends - - ‘ - 0.32 0.32 0.32
Common shares outstanding 85,802,164 12,877,846 12,877,846 11,348,117 . 11,238,085 11,169,777
Diluted shares outstanding . 85,649,203 13,188,612 12,810,905 11,470,314 11,302,769 11,492,728
Basic shares outstanding 85,649,203 13,188,612 12,810,905 11,470,314 11,302,769 11,424,171
Performance Ratios
Return on average
shareholders’ equity 2.54% 9.12% (47.86)% (4.62)% (32.93)% 4.78%
Return on average assets 0.64 045 (3.63) (0.40) (3.52) 0.54
Net interest margin 4.13 3.09 327 3.14 3.07 3.52
Efficiency ratio ° 78.32 86.73 81.65 84.36 77.30 72.80
Capital Ratios
Tangible equity to tangible _ ,
assets 90.04% NA 4.73% 7.91% 8.77% 16.94%
Tangible common equity to _
tangible assets 90.04 NA 2.12 5.53 6.26 16.94
Average shareholders’ equity ‘ , ,
to average total assets 25.22 492 759 8.72 10.68 11.32
Leverage ratio 96.56 'NA 6.45 8.94 10.58 9.10
Tier 1 risk-based capital 96.95 NA 8.07 10.16 12.17 10.19
Total risk-based capital 98.39 NA 9.59 11.41 13.24 11.28

(continued on next page)
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Successor ' Predecessor

Company Company
Jan. 29, 2011 Jan. 1, 2011 Year "~ Year Year Year
to - to Ended - - Ended Ended Ended
Dec. 31, 2011 Jan. 28, 2011 Dec. 31,2010 - Dec. 31,2009  Dec. 31,2008  Dec. 31, 2007
Asset Quality Ratios
Nonperforming loans to .
gross loans NA |- NA 5.73% 2.84% 0.73% 0.55%
Nonperforming assets to total ' ,
assets NA | NA 5.69 2.90 0.63 ' 0.50
Allowance for loan lossesto ‘ '
gross loans NA NA 2.87 1.88 1.18 1.24
Allowance for loan losses to
nonperforming loans NA = NA 50.12 66.01 162.31 - 226.86
Net charge-offs to average ‘ ‘
loans NA NA - 3.60 0.89 0.30 0.32

1
2

Net interest margin is presented on a tax equivalent basis.
Efficiency ratio is computed by dividing noninterest expense by the sum of net interest income and noninterest income, net of the goodwill
impairment charge in 2008.

ITEM 7. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF
OPERATIONS

The following discussion and analysis is intended to aid the reader in understanding and evaluating the results of operations
and financial condition of the Company and its consolidated subsidiaries. As described above, the Trusts are not consolidated
with the financial statements of the Company. This discussion is designed to provide more comprehensive information about the
major components of the Company’s results of operations and financial condition, liquidity, and capital resources than can be
obtained from reading the financial statements alone: This discussion should be read in conjunction with, and is qualified in its
entirety by reference to, the Company’s consolidated financial statements, including the related notes thereto presented elsewhere
. 1in this report.

Overview

Capital Bank Corporation is a bank holding company incorporated under the laws of North Carolina on August 10, 1998.
Prior to June 30, 2011, the Company’s primary wholly-owned subsidiary was Capital Bank (“Old Capital Bank”), which was a
state-chartered banking corporation that was incorporated under the laws of the State of North Carolina on May 30, 1997 and
commenced operations on June 20, 1997. As of December 31, 2011 (Successor), the Company had a 26% equity method
investment in Capital Bank, NA, a national banking association with approximately $6.5 billion in total assets and 143 full-
service banking offices throughout Florida, North Carolina, South Carolina, Tennessee, and Virginia. The Company also has
interests in three trusts, Capital Bank Statutory Trust I, II, and III (hereinafter collectively referred to as the “Trusts™).

CBF Investment

On January 28, 2011, the Company completed the issuance and sale of 71 million shares of its common stock to CBF for -
$181.1 million in cash. In connection with the CBF Investment, each Company shareholder as of January 27, 2011 received one
contingent value right per share (“CVR”) that entitles the holder to receive up to $0.75 in cash per CVR at the end of a five-year
period based on the credit performance of Old Capital Bank’s then existing loan portfolio. Also in connection with the CBF
Investment, the Company’s Series A Preferred Stock and warrant to purchase shares of common stock issued by the Company to
the U.S. Treasury in connection with the Troubled Asset Relief Program were repurchased.

Pursuant to the CBF Investment, shareholders as of January 27, 2011 received non-transferable rights to purchase a riumber
of shares of the Company’s common stock proportional to the number of shares of common stock held by such holders on such
date, at a purchase price equal to $2.55 per share, subject to certain limitations. The Company issued 1,613,165 shares of common
stock in exchange for $4.1 million upon completion of the Rights Offering on March 11, 2011. Direct offering costs of $300
thousand were recorded as a reduction to the proceeds of the Rights Offering.
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Upon closing of the CBF Investment, R. Eugene Taylor, CBF’s Chief Executive Officer, Christopher G. Marshall, CBF’s
Chief Financial Officer, and R. Bruce Singletary, CBF’s Chief Risk Officer, were named as the Company’s CEO, CFO and CRO,
respectively, and as members of the Company’s Board of Directors. In addition, the Company’s Board of Directors was
reconstituted with a combination of two existing members (Oscar A. Keller I and Charles F. Atkins), Messrs. Taylor Marshall
and Singletary, and two additional CBF- desrgnated members (Peter N. Foss and William A. Hodges).

Balances and activity in the Company’s consolidated financial statements prior to the CBF Investment have been labeled
with “Predecessor Company” while balances and activity subsequent to the CBF Investiment have been labeled with “Successor
Company.” Balances and activity prior to.the CBF Investment (Predecessor Company) are not comparable to balances and .
activity from periods subsequent to the CBF Investment (Successor Company) due to new accounting bases as a result of
recording them at their fair yalues as of the CBF Investment date rather than their historical cost basis. To call attention to this
lack of comparability, the Company has placed a black line between Successor Company and Predecessor Company columns in
the Consolidated Financial Statements, the tables in the notes to the statements,-and in the Management’s Discussion and
Analysis of Financial Condition and Results of Operations.

Bank Mergers

On June 30, 2011, Old Capital Bank, formerly:a wholly-owned subsidiary of the Company, merged with and.into NAFH Bank,
anational banking association, with NAFH Bank as the surviving entity. In connection with the Bank Merger, NAFH Bank changed
its name to Capital Bank, National Association. On September 7, 2011, CBF acquired a controlling interest in Green Bankshares,
and merged its banking subsidiary, GreenBank, with-and into Capital Bank, NA. Following the GreenBank merger, Capital Bank,
NA is now owned by the Company, CBF, TIB Financial and Green Bankshares. CBF is the owner of approximately §3% of the -
Company’s common stock, approximately 94% of TIB Financial’s common stock and approx1mately 90% of Green Bankshares’
common stock. . . - . « : :

Capital Bank, NA (formerly NAFH Bank) was formed on July 16, 2010 in connection with the purchase and assumption of
assets and deposits of three banks — Metro Bank of Dade County (Miami, Florida), Turnberry Bank (Aventura, Florida) and First
National Bank of the South (Spartanburg, South Carolina) — from the Federal Deposit Insurance Corporation (the “FDIC”) and is a
party to loss sharing agreements with the FDIC eovering the large majority of the loans it acquired from the FDIC. On April 29,
2011, Capital Bank, NA merged with TIB Bank then a wholly-owned subsidiary of TIB F: 1nanc1a1 : .

The Bank Merger occurred pursuant to the terms of an: Agreement of Merger entered into by and between Old Capital Bank and
Capital Bank, NA, dated as of June 30, 2011. In the Bank Merger, each share of Old Capital Bank common stock was converted into
the right to receive shares of Capital Bank, NA common stock based on each entity’s relative tangible book value on March 31,
2011. Following the GreenBank merger, the Company now owns approximately 26% of Capital Bank, NA, with CBF having a
direct ownership of 19%, TIB Financial owning 21%, and Green Bankshares owning the remaining 34%. As of December 31, 2011,
Capital Bank, NA operated 143 branches in Florida, North Carolina, South Carolina, Tennessee and Vu'grma and had total assets of
$6.5 billion, total deposits of $5.1 billion and shareholders’ equity of $939 & million.: v

Potential Merger of the Company and CBF , B

On September 1, 2011, the Boards of Directors of CBF and the Company approved and adopted a merger agreement. The
merger agreement provides for the merger, following the receipt of shareholder approval by the Company’s shareholders
(including CBF), of the Company with and into.CBF, with CBE continuing as the surviving entity. In the merger, each share of
the Company’s common stock issued and outstanding immediately prior to the. completion of the merger, except for shares for
which appraisal rights are properly exercised and certain shares held by CBF or the Company, will be converted into the right to
receive 0.1354 of a share of CBF Class A common stock. No fractional shares of Class A common stock will be issued in
connection with the merger, and holders of the Company’s common stock will be entitled to receive cash in lieu thereof.

Since CBF is the majonty shareholder of the Company, CBF wrll be able to determine the outcome of the shareholder vote
needed to approve the merger. - : o
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Critical Accounting Policies and Estimates

The following discussion and analysis of the Company’s financial condition and results of operations are based on the
Company’s consolidated financial statements, which have been prepared in ‘accordance with accounting principles generally
accepted in the United States (“U.S.GAAP”). The preparation of these financial statements requires the Company to make
estimates and judgments regarding uncertainties that affect the reported amounts of assets, liabilities, revenues and expenses, and
related disclosure of contingent assets and liabilities. On an ongoing basis, the Company: evaluates its estimates, including those
related to the allowance for loan losses, other-than-temporary impairment on investment securities; income taxes, and impairment
of long-lived assets. The Company bases its estimates on historical experience and on various other assumptions that are believed
to be reasonable under the circumstances, the results of which form the basis for making judgments about the carrying values of
assets and liabilities that are not readily apparent from other sources. However, because future events and their-effects cannot be
determined with certainty, actual results may differ from these estimates under different assumptions or conditions, and the
Company may be exposed to gains or losses that could be material. -

The Company’s significant accounting policies are discussed below and in Item 8. Financial Statements and Supplementary
Data, Notes to Consolidated Financial Statements — Note 1. Management believes that the following accounting policies are the
most critical to aid in fully understanding and evaluating the Company’s reported financial results, and they require
manageiment’s most difficult, subjective or complex judgments, resulting from the need to make estimates about the effect of
matters that are inherently uncertain. Management has reviewed these critical accounting policies and related disclosures with the
Audit Committee of the Board of Directors. Due to the CBF Investment, the Company has added-an accounting policy related to -
purchased credit-impaired loans, and due to the Bank Merger the Company has added an accountmg policy related to its equity
method mvestment in Capital Bank, NA. j

» Allowance for Loan Losses — The allowance for loan losses represents management’s estimate of probable credit losses
that are inherent in the existing loan portfolio. Management’s calculation of the allowance for loan losses consists of
reserves on loans individually evaluated for impairment and reserves on loans collectively evaluated for impairment.
‘Specific reserves, or charge-offs, are applied to individually impaired loans based on estimated fair value. Reserves on
collectively evaluated loans are determined by applying loss rates.to pools of loans that are grouped according to loan
type and internal risk ratings. Loss rates.are based on historical loss experience in each pool and management’s
consideration of certain environmental factors such as levels of and trends in delinquencies, impaired loans and classified
assets; levels of and trends in charge-offs and recoveries; trends in nature, volume and terms of loans; existence of and
changes in portfolio concentrations; changes in national, regional and local economic conditions; changes inthe
experience, ability and depth of lending management; changes in the quality of the loan review system; and the effect of
‘other external factors such as‘legal and regulatory requirements. If economic conditions were to decline significantly or
the financial conditions of the Bank’s customers were to detenorate addmonal increases to the allowance for loan losses
may-be requn'ed :

¢ Other-Than-Temporary Impalrment on Investment Securities — Management evaluates each held-to-maturity and
available-for-sale investment security in an unrealized loss position for other-than-temporary impairment based on an
analysis of the facts and circumstances of each individual investment, which includes consideration of changes in general
market conditions and changes in the financial strength of specific bond issuers. For debt securities determined to be
other-than-temporarily impaired, the impairment is separated into the following: (1) the amount representing credit loss
and (2) the amount related to all other factors. The amount representing credit loss is calculated based on management’s
estimate of future cash flows and recoverability of the investment and is recorded in.current earnings. Future adverse
changes in market conditions or adverse changes in the financial strength of bond issuers: could result in an other-than- :

. temporary impairment charge that may 1mpact earnings. : . -

« Income Tax Valuation Allowance — A valuation allowance is recorded for deferred tax assets if management determines
that it is more likely than not that some portion or all of the deferred tax assets will not be realized. Management
considers recent and anticipated future taxable income and ongoing prudent and feasibletax planning strateg1es il
determining the need, if any, for a valuation allowance. ,

» Impairment of Long-Lived Assets — Long-lived assets, including identified intangible assets other than goodwill, are
evaluated for impairment whenever events or changes in circumstances indicate that the carrying value may not be
recoverable. An impairment loss is recognized if the sum of the undiscounted future cash flows is less than the carrying
amount of the asset. Assets to be disposed of are transferred to other real estate owned and are reported at the lower of the
carrying amount or fair value less costs to sell. Future events or circumstances indicating that the carrying value of long-
lived assets is not recoverable may require an impairment charge to earnings.
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« Equity Method Investment — Noncontrolling invVestments that give the Company the ability to influence the operating
or financial decisions of the investee are accounted for as equity method investments. An investment (direct or indirect)
of 20 percent or more of the voting stock of an investee generally indicates that the ability to exercise significant
influence over an investee. The carrying amount of an equity method investment is adjusted based on the Company’s
share of the earnings or losses of the investee after the date of investment and those recognized earnings or losses are
reported as a component of noninterest income. In addrtlon the Company’s proportionate share of the investee’s equity
adjustments for other comprehensrve income are recorded as increases or decreases to the investment account with
correspondmg adjustments in equity.

« Purchased Credit—impaired Loans — Loans acquired in a transfer, including business combinations and transactions
similar to the CBF Investment, where there is evidence of credit deterioration since origination and it is probable at the
date of acquisition that the Company will not collect all contractually required principal and interest payments, are
accounted for under accounting’ guidance for purchased credit-impaired (“PCI”) loans. This guidance provides that the.
excess of the cash flows initially expected to be collected over the fair value of the loans at the acquisition.date (i.e., the
accretable yield) is accreted into interest income over the estimated remaining life of the purchased credit-impaired loans
using the effective yield. method, provided that the timing and amount of future cash flows is reasonably estimable.
Accordingly, such loans are not classified as nonaccrual and they are considered to be accruing because their interest
income relates to the accretable yield recognized under accounting for purchased credit-impaired loans and not to
contractual interest payments. The difference between the contractually required payments-and the cash flows.expected to
be collected at acquisition, considering the impact of prepayments, is referred to as the nonaccretable difference.

Executive Summary
The followmg isa summary of the Company’s results of operatlons and significant events occurring in 2011:
. Net income totaled $5.3 million, or $0.06 per share 1n the successor period from January 29 to December 31,2011;

» Following the merger of GreenBank, the wholly-owned subsidiary of Green Bankshares, Inc. (“Green Bankshares™),
into Capital Bank, NA, the Company held a 26% ownership interest in Capital Bank, NA, which has $6.5 billion in
assets and operates 143 branches in Florida, North Carolina, South Carolina, Tennessee and V1rg1n1a

Results of Operations

Period from January 29, 2011 to December 31, 2011’ (Successor), Period from January 1, 2011 to January 28, 2011 |
(Predecessor), and Year Ended December 31, 2010 (Predecessor)

In the successor period, net income totaled $5.3 million, or $0.06 per share, in the period from January 29 to December 31,
2011. In the predecessor periods, net loss attributable to common shareholders totaled ($265) thousand, or ($0.02) per share, in
the period from January 1 to January 28, 2011, and totaled ($63.8) mxlhon or ($4 98) per share for the year ended December 31,
2010.

Net Interest Income

Net interest income for the period of January 29 to December, 2011 (Successor), the period of January 1 to January 28, 2011
(Predecessor), and the year ended December 31, 2010 (Predecessor) totaled $24.9 million, $4.0 million and $51.0 million,
respectively. Net interest margin decreased from 3.27% in the year ended December 31, 2010 (Predecessor) to 3.09% for the
period of January 1 to January 28, 2011 (Predecessor), and increased to 4.13% for the period of January 29 to December 31, 2011
(Successor) primarily due to a decline in funding costs. Average earning assets decreased from $1.60 billion in the year ended
December 31, 2010 (Predecessor) to $1.54 billion in the period of January 1 to January 28, 2011 (Predecessor) to $670.7 million
in the period of January 29 to December 31, 2011 (Successor). The decline in average eamning assets in the successor period was
primarily related to the Bank Merger, upon which Old Capital Bank’s earning assets and interest-bearing liabilities were
deconsolidated from the Company.

The following tables (Average Balances, Interest Earned or Paid, and Interest Yields/Rates) reflect the Company’s effective
yield on earning assets and cost of funds. Yields and costs are computed by dividing income or expense for the year by the
respective daily average asset or liability balance. Changes in net interest income from period to period can be explained in terms
of fluctuations in volume and rate.
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Average Balances, Interest Earned or Paid, and Interest Yields/Rates

Tax Equlvalent Ba51s

(Dollars in thousands)

“Successor Company

Predecessor Company

Period of

" Jan. 29 to Dec. 31, 2011

Period of
Jan. 1 to Jan, 28, 2011

Assets
Loans > )
Investment securities >
Interest-bearing’ deposits
Advance to Capital Bank; NA'-
Total interest-earning assets
Cashand due from'banks
Other assets * -

Total assets

Liabilities and Equity
NOW and money market accounts
Savings accounts . .

Time deposits

Total interest-bearing deposits
Borrowings

Subordinated debentures

Total interest-bearing liabilities
Noninterest-bearing deposits
Other liabilities

Total liabilities o
Shareholders’ equity

Total labilities and shareholders equlty

Net interest spread
Tax equivalent adjustment

Net interest 1ncome and net interest margln
(continued on next page)

‘Average  Amount Average Average = Amount Average
Balance Earned  Rate ‘Balance Earned Rate
$ 495,129 § 27,734 6.12%] $ 1,253,296 $ 5,530 5.20%
133,960 - 3,893 3.17 225,971 504 2.68
39,730 87 0.24 63,350 11 0.20
© 1,869 170 . - 9.94" — L= —
670,688 $ 31,884 - 5.20% 1,542,617 $§ 6,045 4.61%
10,603 ‘ 16,112
214,626 1 - 34,021
$ 895917 $1,592,750
$.154,880 § 1,084 0.76%] $ 334,668 $ 211 0.74%
14,352 -, 16 0.12 30,862 3 0.11
380,278 3,460 0.99 870,146 1,337 1.81
549,510 4,560 0.91 1,235,676 1,551 1.48
42,851 664 1.69 120,032 343 3.36
19,248 | 1,304 7.40 34,323 102 3.50
611,609 $ 6,528 1.17%{ 1,390,031 $ 1,996 1.69%
53,397 114,660
___49: ___9635
669,928 1,514,326
225,989 78,424
’ $ 895,917 $ 1,592,750
4.03% 2.92%
$ 443 $ 90 i
$ 25,356 4.13%| . $ 4,049 3.09%

! The tax equivalent adjustment is computed using a federal tax rate of 34% and is applied to interest income from tax exempt municipal

loans and investment securities.

2 Loans include mortgage loans held for sale in addition to nonaccrual loans for which accrual of interest has not been recorded.

3 The average balance for investment securities excludes the effect of their mark-to-market adjustment, if any.
4 Net interest spread represents the difference between the average yield on interest-earning assets and the average cost of interest-bearing

liabilities.
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Average Balances, Interest Earned or Paid, and Interest Yields/Rates (Continued)
Tax Equivalent Basis ! P ..

S Predecessor Company
. Year Ended Year Ended

(Dollars in thousands) . Dec. 31, 2010 . Dec. 31, 2009
‘Average . Amount Average . Average Amount Average
Balance . Earned Rate Balance Earned Rate

Assets . . .
Loans 2 ‘ $ 1,353,191 $ 69,084 511%$ 1,316,737 $ 70,412 5.35%
Investment securities 3 213,402 9,986 4.68 269,240 14,483 5.38
Interest-bearing deposits 38,003 89 0.23 25,312 42 0.17
Total interest-earning assets 1,604,596 $ 79,159 4.93% 1,611,289 $ 84,937 5.27%
Cash and due from banks . 18,149 15927
Other assets 68,910 o 64,748

Total assets $ 1,691,655 $ 1,691,964
Liabilities and Equity o '
NOW and money market accounts $ 327,811 $ 2,794 0.85%$ 363,522 § 4,527 1.25%
Savings accounts . ) 30,555 41 0.13 29,171 47 0.16
Time deposits ' 878,068 - 18,247 2.08 -~ 822,003 23,463 2.85
Total interest-bearing deposits 1,236,434 21,082 1.71 1,214,696 28,037 2.31
Borrowings 150,207 4,541 3.02 143,241 5,147 3.59
Subordinated debentures ‘ 33,550 1,131 3.37 30,930 1,055 341
Repurchase agreements 1,564 5 0.32 10919 © 24 022
Total interest-bearing liabilities 1,421,755 $ 26,759 1.88% 1,399,786 $ 34,263 2.45%
Noninterest-bearing deposits 130,944 132,535
Other liabilities ) 10,519 ‘ 12,148
Total liabilities 1,563,218 1,544,469
Shareholders’ equity ) 128,437 147,495

Total liabilities and shareholders’ equity - $ 1,691,655 $ 1,691,964
Net interest spread 4 : : . 3.05% : 2.82%
Tax equivalent adjustment , . ‘ $ 1,437 $ 1,796
Net interest income and net interest margin 5 . . $.52,400 3.27% ) $ 50,674 3.14%

I The tax equivalent adjustment is computed using a federal tax rate of 34% and is applied to interest income from tax exempt municipal
loans and investment securities. o ) ' ,

2 I oans include mortgage loans held for sale in addition to nonaccrual loans for which accrual of interest has not been recorded.”

3 The average balance for investment securities excludes the effect of their mark-to-market adjustment, if any.

4 Net interest spread represents the difference between the average yield on interest-earning assets and the average cost of interest-bearing
liabilities.

5 Net interest margin represents net interest income divided by average interest-earning assets.

Provision for Loan Losses

Provision for loan losses for the period of January 29 to December 31, 2011 (Successor), the period of January 1 to January
28, 2011 (Predecessor), and the year ended December 31, 2010 (Predecessor) totaled $1.5 million, $40 thousand and $58.5
million, respectively. The loan loss provision in the successor period reflects $752 thousand of estimated losses inherent in loans
originated subsequent to the CBF Investment date, $359 thousand of impairment related to probable decreases in cash flows
expected to be collected on certain PCI loan pools, and $339 thousand of losses on acquired non-PCI loans.
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Loans acquired in the CBF Investment, prior to the Bank Merger, where there was evidence of credit deterioration since
origination and where it was probable that the Company would not collect all contractually required principal and interest
payments were accounted for as PCI loans. The Company identified approximately 93% of its acquisition-date loan portfolio as
PCI. Subsequent to acquisition, estimates of cash flows expected to be collected were refreshed each reporting period based on
updated assumptions regarding default rates, loss severities, and other factors that were reflective of current market conditions. If
the Company had probable decreases in cash flows expected to be collected (other than due to decreases in interest rate indices),
the Company charged the provision for credit losses, resulting in an increase to the allowance for loan losses. If the Company had
probable and significant increases in cash flows expected to be collected, the Company would first reverse any previously
established allowance for loan losses and then increase interest income as a prospective yield adjustment over the remaining life -
of the pool of loans. . ‘

Noninterest Income

The following table preseﬁts the detail of noninterest income for each period presented:

Successor Predecessor
Company ' Company
Jan. 29, 2011 Jan. 1, 2011 Year
to to ' Ended
(Dollars in thousands) Dec. 31, 2011 Jan. 28, 2011 Dec. 31, 2010
Service charges and other fees $ 1,355 1 § 291 $ 3,311
Bank card services 847 174 2,020
Mortgage origination and other loan fees 518 210 - 1,861
Brokerage fees : ' 308 78 963
Bank-owned life insurance 134 10 699
Equity income from investment in Capital Bank, NA 4,045 - -
Net gain on sale of investment securities - - 5,855
Other 155 69 840
Total noninterest income $ 7362 | $- 832 § 15,549

Noninterest income for the period of January 29 to December 31, 2011 (Successor), the period of January 1 to January 28,
2011 (Predecessor), and the year ended December 31, 2010 (Predecessor) totaled $7.4 million, $832 thousand and $15.5 million,
respectively. Noninterest income in the successor period was significantly impacted by the Company’s $4.0 million of equity
income from its investment in Capital Bank, NA. Additionally, noninterest income in the year ended December 31, 2010
(Predecessor) benefited from $5.9 million of gains recorded on the sale of investment securities while no gains or losses were
recognized in the period from January 29 to December 31, 2011 (Successor) or the period from January 1 to January 28, 2011
(Predecessor). The following table presents summarized financial information for the Company’s equity method investee, Capital
Bank, NA:

Jun. 30, 2011
: to

Capital Bank, NA Dec. 31,2011
(Dollars in thousands)
Interest income . : $ 137,508
Interest expense ‘ ‘ , ‘ . 17,810
Net interest income : o , , . 119,698
Provision for loan losses , 28,636
Noninterest income . 28,710
Noninterest expense ' 97,754
Net income $ 13,984
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Noninterest Expense -

The following table presents the detail of noninterest:expense for each period presented:

Successor Predecessor
Company : Company
Jan. 29, 2011 Jan. 1, 2011 Year .
L . . : S to . .. to Ended

(Dollars in thousands) L . Dec. 31,2011 | Jan. 28,2011  Dec. 31, 2010

Salaries and employee beneﬁts 8 9525 1% 1,977 $ 22,675
Occupancy o A e ‘ o 2,970 | 548 5,906
Furniture and equipment ’ ' A 1,401 | - - 275 3,183
Data processing and telecommunications 911 180 2,092
Advertising and public relations : o 325 131 1,887
Office expenses : . o » e .-498 __ 93. 1,260
Professional fees . o , o 543 .. 190 . 2,514
Business development and travel . N , . 550 87 . 1,350
Amartization of other intangible assets . . v 478 | 62 . 937
ORE losses and miscellaneous loan costs . e . . 1,608 . 176 - . 5,006
Directors’ fees . , o , o 93 68 ‘ 1,061
FDIC deposn insurance : ' , o o 1,076 } . 266 3,846
Contract termination fees fe , o 3,955 ~ -
Other o 1,344 102 . 259

Total noninterest expense $ 2527718 4,155 $ 54,309

Nomnterest expense for the penod from January 29 to December 31 201 1 (Successor) the penod from January 1 to January
28, 2011 (Predecessor) and the year ended December 31, 2010 (Predecessor) totaled $25.3 million, $4.2 million and $54.3
million, respectively. Additionally, éxpenses in the year ended December 31, 2011 were significantly reduced by the Bank
Merger-arid related deconsolidation of Old Capital Bank: Expenses in the period from January 29 to December 31, 2011
(Successor) were impacted by a $4.0 million contract termination fee related to the conversion and integration of the Company’s
operations-onto:a common technology platform utilized across the CBF enterprise. This system conversion is mtended to create -
operating efficiencies.and better position the Company for future grth

Year Ended December 31, 2010 Compared with Year Ended December 31, 2009 (Predecessor Company)

Net loss attributable to common shareholders was ($63.8) mrlhon, or ($,4.98)' peridiluted share, in 2010 compared to net loss
attributable to common shareholders of ($9.2) million, or ($0.80) per diluted share, in 2009. Results of operations for 2010
primarily reflect higher net interest income of $2.1 million on an improved net interest margin, an increase of $35.5 million in
provision for loan losses, an increase in noninterest expense by $4.5 million, an increase of $5.4 million in noninterest income
primarily due to gains on sales of certain investment securities, and hlgher tax expense resulting from a full valuation allowance
on deferred tax assets. ' S a

Net Interest Income (Predecessor Company)

Net interest income is the dlfference between total interest income and total mterest expense and is the Company ] pr1n01pa1'
source of earnings. The amount of net interest income is determined by the volume of interest-earning assets, the level of rates
earned on those assets, and the volume and cost of supporting funds. Net interest income increased from $48.9 million for the
year ended December 31, 2009 to $51.0 million for the year ended December 31, 2010. Net interest spread is the difference
between rates earned on interest-earning assets and-the interest paid on deposits and other borrowed funds. Net interest margin is
the total of net interest income divided by average earning assets. Average interest-earning assets for the year ended December *
31,2010 were $1.60 billion compared to $1.61 billion for the year ended December 31, 2009, a decrease of 0.4%. On a fully
taxable equivalent (“TE”) basis, net interest spread:was 3.05% and 2.82% for the years ended December 31, 2010 and 2009,
respectively. The net interest margin on a fully TE basis increased to 3.27% for the year ended December 31, 2010:-from 3.14%
for the year ended December 31, 2009. The yield on average interest-earning assets was 4.93% and 5.27% for the years ended
December 31, 2010 and 2009, respectively, while the interest rate on average interest-bearirig liabilities for those periods was
1.88% and 2.45%, respectively.
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The improvement in net interest margin was primarily due to the significant decline in funding costs through disciplined
pricing controls and a declining interest rate environment. Partially offsetting declining funding costs was a significant increase in
loans on nonaccrual status and the expiration of an interest rate swap on prime-indexed commercial loans which benefited income
in 2009.

Interest income on loans decreased from $70.2 million in 2009 to $68.5 million in 2010, a decline of $1.7 million, or 2.4%.
This decrease was primarily due-to declining yields on the Company’s loan portfolio, partially offset by growth in average loan
balances over the same period. Declining yields on the loan portfolio reduced interest income by $3.2 million in 2010 compared
to 2009, and the increase in average loan balances generated $1.9 million in additional interest income. Awverage loan balances,
which yielded 5.11% and 5.35% for the years ended December 31, 2010 and 2009, respectively, increased from $1.32 billion in
2009 to $1.35 billion in 2010. The Company’s interest rate swap on prime-indexed commercial loans, which expired in October
2009, increased loan interest income by $3.5 million for the year ended December 31 » 2009, representing a benefit to net interest
margin of 0.22%. The Company received no such benefit in 2010, ' ‘

Interest income on investment securities decreased from $12.9 million in 2009 to $9.2 million in 2010, a decrease of $3.8
million, or 29.1%. This decrease was due to a decline in the size of the investment portfolio coupled with lower fixed income
investment yields. Average investment balances, at book value, decreased from $269.2 million for the year ended December 31,
2009 to $213.4 million for the year ended December 31, 2010, and the tax equivalent yield on investment securities decreased
from 5.38% to 4.68% over the same period. Average investment balances declined as management sold certain municipal bonds
to reduce the duration of its fixed income portfolio earlier in the year and then repositioned its portfolio later in the year to
execute certain interest rate risk, liquidity, and tax strategies. Additionally, yields have fallen as prepayments on higher yielding
mortgage-backed securities and proceeds from sales of certain long-dated municipal bonds have been re-invested generally at
lower rates in shorter-dated U.S. government agency debt and other high quality mortgage bonds issued by U.S. government
sponsored entities. . L

Interest expense decreased from $34.3 million in 2009 to $26.8 million in 2010, a decline of $7.5 million, or 21.9%. This
decrease is primarily due to declining interest rates, partially offset by growth in average interest-bearing liability balances.
Declining interest rates reduced interest expense by $8.6 million in 2010 compared to 2009, and the increase in average balances
resulted in $1.1 million of higher interest expense. Average total interest-bearing deposits, including savings, interest-bearing-
demand deposits and time deposits, increased from $1.21 billion for the year ended December 31 »2009 to $1.24 billion for the: -
year ended December 31, 2010. The average rate paid on interest-bearing deposits decreased from 2.31%:in 200910 1.71% in
2010, reflecting disciplined pricing controls and re-pricing of maturing time deposits in a lower interest rate environment. The
interest rate on time deposits, which comprised 65.0% of total deposits as of December 3 1,2010 and 61.6% of total deposits as of
December 31, 2009, decreased from 2.85% in 2009 to 2.08% in 2010,

Average borrowings, including repurchase agreements and subordinated debt, increased from $185.1 million for the year
ended December 31, 2009 to $185.3 million for the year ended December 31, 2009. The average rate paid on borrowings
decreased from 3.36% in 2009 to 3.06% in 2010. - o . » . .

Provision for Loan Losses (Predecessor Company)

Provision for loan losses totaled $58.5 million for the year ended December 31, 2010 compared with $23.1 million for the
year ended December 31, 2009. The loan loss provision increased significantly in 2010 due to higher levels of nonperforming
assets, increased charge-offs, and downgrades to risk ratings of certain loans in the portfolio. Net charge-offs increased from
$11.8 million, or 0.89% of average loans, in 2009 to $48.6 million, or 3.60% of average loans, in 2010. In the fourth quarter of
2010, net charge-offs totaled $20.2 million, or 6.24% of average loans (annualized),which'was an increase from $5.3 million, or
1.52% of average loans (annualized), in the fourth quarter of 2009. Of the fourth quarter 2010 charge-offs, $9.5 million was -
related to one residential development project in the Company’s Triangle region. T

- Nonperforming assets, which include nonperforming loans and other real estate, totaled 5.69% of total assets as of December
31, 2010, an increase from 2.90% as of December 31, 2009. Nonperforming assets, including accruing restructured loans, totaled
5.98% of total assets as of December 31, 2010, an increase from 4.87% as of December 31 »2009. Loans past due more than 30
days, excluding nonperforming loans, increased to 1.08% of total loans as of December 31, 2010 compared'to 0.67% as of -
December 31, 2009: The allowance for loan losses increased t0.2.87% of total loans as of December 31, 2010 compared with
1.88% as of December 31, 2009. The allowance for loan losses covered 50% of nonperforming loans as of Decemmber 3 1, 2010,
which was a decrease from 66% as of December 31,2009. o : : : -
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Prior to the fourth quarter of 2010, the Company provided specific reserves on many of its impaired loans as part of the
allowance for loan losses and charged down impaired loans to estimated fair value only if legal action had begun against a
borrower in default or where a “confirmed loss” existed. However, during the fourth quarter of 2010, the Company began
charging down all impaired loans to current fair value. This change ‘in practice has not impacted the amount of loan loss
provision, since impaired loans are valued the same under both methods, but the change does increase the amount of net charge-
offs recorded and decreases the level of allowance for loan losses. As of December 31, 2010 and 2009, the Company had
recorded cumulative charge-offs of $17.9 million and $6.7 million, respectively, on impaired loans. If these cumulative charge-
offs had instead been recorded as specific reserves, the allowance for loan losses would have increased from 2.87% of total loans
to 4.24% of total loans as of December 31, 2010 and would have increased from 1.88% of total loans to 2.35% of total loans as of
December 31, 2009. - :

The elevated provisibn for loan losses, net charge-offs and nonperforming assets reflect the economic climate in the
Company’s primary markets and consistent application of the Company’s policy to recognize losses as they occur.

Noninterest Income (Predecessor Company) ¢

Nonihterest income increased from $10.2 million in 2009 to $15.5 million in 2010, an increase of 52.9%. The following table
presents the detail of noninterest income and related changes for the years ended December 31, 2010 and 2009: ' =

(Dollars in thousands) , . 2010 2009 $ Change % Change
Service charges and other fees oo g T 3311 8 3883 $ (572) (14.7)%
Bank card services . . L e 2,020 1,539 . . 481 313
Mortgage origination and other loanfees. - . . . . .. 1861 - 1,935 ’ (74) (3.3)
Brokerage fees R o963 698 .. 265 380
Bank-owned life insurance , ‘ T 699 1,830 (1,131) (61.8)
Net gain on sale of investment securities ‘ 5,855 S & 5,682 NM
Net other-than-temporary impairment losses on : ‘
securities I P Lo 498) . . 498 - (100.0)
Other I : , . 840 _ . 607 . - 233 _ . 384
Total noninterest income . oo 8 15549 § - 10,167 §- . 5382 . 52.9%

The increase in noninterest income was primarily related to net gains of $5.9 million recorded on the sale of investment
securities in 2010 as compared to net gains of $173 thousand recorded in-2009. The Company sold a significant portion of its U.S.
government agency bond and mortgage-backed securities portfolio and reinvested the proceeds in an effort to reposition the
investment portfolio to execute certain interest rate risk management, liquidity, and tax strategies. During the years ended
December 31,2010 and 2009, proceeds received from these sales totaled $202.2 million and $23.5 million, respectively. Included
as a reduction to net gain on sale of investment securities in 2009 was a $320 thousand loss on an equity investment in Silverton
Bank. Additionally, noninterest income was decreased in 2009 as an other-than-temporary impairment loss was recorded on an’
investment in trust preferred securities issued by a financial institution. Lo

Also contributing to increased noninterest.income, bank card services, which includes interchange fees related to debit card
and credit card transactions, increased primarily due to higher debit card usage on consumer products where debit card issuance is
optional. Brokerage fees increased as a result of improved sales'efforts and market conditions: ~ :

Partially offsetting the-increase:in noninterest income was a nonrecurring BOLI gain of $913 thousand recorded in 2009.
Service charge income decreased due to a reduction in the volume of overdrafts and non-sufficient funds transactions. Mortgage
origination and other loan fees declined by $74 thousand due to fewer prepayment penalties recognized on business loans,
partially offset by increased residential mortgage refinancing activity.
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Noninterest Expense (Predecessor Company)

Nonmterest expense mcreased from $49.8 million in 2009 to $54.3 nulhon in 2010 an increase of 9.0%. The following table.
presents the detail of noninterest expense and related changes for the years ended December 31, 2010 and 2009:

(Dollars in thousands) . - 2010 2009 : $ Change. . % Change-
Salaries and employee beneﬁts : $ 22,675 % 22,112 $ - 563 2.5%
Occupancy 3 » 5,906 ’ 5,630 276 49 °
Furniture and equipment 3,183 3,155 28 0.9
Data processing and telecommunications 2,092 2,317 (225) 9.7)
Advertising and public relations ’ ‘1,887 - 1610 .- = 277 17.2
Office expenses : 1,260 . 1,383 (123) (8.9)
Professional fees 2,514 1,488 1,026 69.0
Business development and travel 1,350 1,244 106 8.5
Amortization of other intangible assets 937 1,146 (209) (18.2)
ORE losses and miscellaneous loan costs : . 5006 - 1,646 3,360 - 204.1
Directors’ fees . : v 1,060 0 - 1,418 C o (35T) (25.2)
FDIC deposit insurance 3,846 2,721 1,125 413
Other o ‘ 3 2,592 3,940 . (1,348) o (34.2)
Total noninterest expense ' $ 54, 309 $ 49,810 $ 4,499 9.0%

The increase in noninterest expense was primarily due to a $3.4 million increase in other real estate and miscellaneous loan
costs, of which $2.2 million was related to increased valuation adjustments to and losses on the sale of other real estate with the
remaining increase representing higher loan workout, appraisal and foreclosure costs to resolve problem assets. FDIC deposit
insurance expense rose by $1.1 million with a higher deposit insurance assessment rate and a change in nsk category as ’
determined by the FDIC.

Further, salaries and employee benefits expense increased by $563 thousand due to lower deferred loan costs, which decrease
expense, and increased employee health insurance expense. Occupancy expense increased primarily due to additional overhead -
costs incurred as new branches were opened in the Trianglé region late in 2009. Advertising and public relations expense
increased by $277 thousand due in part from radio and television ads promoting the Company’s special financing program for
home buyers. Professional fees increased by $1.0 million due to higher legal and consulting expense. Business development and
travel expenses increased primarily due to marketing efforts associated with the Company’s withdrawn public stock offerlng in
2010. While slightly hlgher furmture and equrpment expense remained relanvely consistent. :

Partrally offsettmg the increase in noninterest expense; data processing ‘and telecommunications costs dropped by $225
thousand as the Company realized cost savings through renegotiation of certain vendor:contracts. Office expense decreased by -
$123 thousand primarily due to cost savings initiatives within the Conipany’s branch network and operations areas. Core deposit
intangible amortization decreased by $209 thousand as intangible assets acquiréd:in previous acquisitions are amortized on an
accelerated method over the expected benefit of the core deposit premium. Directors’ fees decreased by $357 thousand due to
acceleration of benefit payments on a retirement plan upon the death of a former director in 2009 and in part due to the board
reduction and reorganization in late 2009. Lastly, other expenses declined as the Company incurred $1.9 million of direct
nonrecurring expenses related to its proposed stock offering in 2009. These expenses were recorded in other noninterest expense
and primarily represented investment banking, legal and accounting costs related to the proposed offering. The Company also
incurred direct nonrecurring expenses related to a separate proposed public stock offering in 2010 that was later withdrawn. -

Income Taxes (Predecessor Company)

Income tax expense recorded in the year ended December 31, 2010 was primarily impacted by the valuation allowance
recorded against deferred tax assets in 2010. Due to a cumulative three-year, pre-tax loss position, significant net operating losses
in 2010,-and ongoing stress on the Company’s financial performance from elevated credit losses, the Company fully reserved its
deferred tax assets as of December 31, 2010 with a valuation allowance of $31.8 million. A cumulative loss position makes it
more difficult for management to rely on future earnings as a reliable source of future taxable income to realize deferred tax
assets. In future periods, the Company may be able to reduce some or all of the valuation allowance upon a determination that it
will be able to realize such tax savings.

-62 -



Analysis of Financial Condition
Overview

The Company’s financial condition was significantly impacted by the controlling investment in the Company by CBF on
January 28, 2011. CBF owns approximately 83% of the Company’s outstanding common stock. Because of the CBF Investment,
the Company’s assets and liabilities were adjusted to estimated preliminary fair value at the acquisition date, and the allowance
for loan losses was eliminated at that date.. :

Due to the Bank Merger on June 30, 2011, the Company deconsolidated the assets and liabilities of Old Capital Bank and
began reporting its ownership of Capital Bank, NA on the Consolidated Balance Sheet as an equity method investment. This
transaction resulted in the Company’s total assets decreasing from $1.6 billion as of December 31, 2010 (Predecessor) to $249.7
million as of December 31, 2011 (Successor). As of December 31, 2011 (Successor), the Company s investment in Capital Bank,
NA totaled $243.7 million, which reflected the Company’s pro rata ownership of Capital Bank, NA’s total shareholders’ equity at
that date.

The Company also had an advance to Capital Bank, NA totaling $3.4 million as of December 31, 2011 (Successor). In the
period from June 30, 2011 to December 31, 2011 (Successor), the Company increased the equity investment balance by $4.0
million based on its equity in Capital Bank, NA’s net income and increased the equity investment balance by $771 thousand
based on its equity in Capital Bank, NA’s other comprehensive income. In addition to the investment in and advance to Capital
Bank, NA, the Company also had $2.2 million of cash on deposit with Capital Bank, NA and $458 thousand of other assets as of
December 31, 2011 (Successor).

The Company’s subordinated debentures had a carrying value of $19.2 million and a notional value of $33.4 million as of
December 31, 2011 (Successor). The decline in the carrying value of these debt instruments since December 31, 2010
{(Predecessor) was primarily due to acquisition accounting adjustments resulting from the CBF Investment and accretion of the
fair value discount in the successor period.

Total shareholders’ equity was $224.9 million as of December 31, 2011 (Successor) and represented a significant increase
from the $76.7 million balance as of December 31, 2010 (Predecessor). This increase was primarily due to the CBF Investment
on January 28, 2011. Common stock, no par value, totaled $218.8 million as of December 31, 2011 (Successor). This amount
represents the fair value of net assets acquired of $224.1 million at the CBF Investment date, which includes the non-controlling
interest at fair value, in addition to net proceeds of $3.8 million from the issuance of approximately 1.6 million shares of the
Company’s common stock in the Rights Offering on March 11, 2011. Common stock then decreased by a net of $9.1 million due-
to the Bank Merger and GreenBank merger. The Company’s retained earnings totaled $5.3 million as of December 31, 2011
(Successor), which represents the Company’s net income in the successor period. Accumulated other comprehensive income
totaled $771 thousand as of December 31, 2011 (Successor) and represented the Company’s equity in Capital Bank, NA’s other
comprehensive income in the period subsequent to the Bank Merger

Investment Securities

Due to the Bank Merger, the Compariy reported no investment securities on its Consolidated Balance Sheet as of December
31, 2011 (Successor). Prior to the Bank Merger, investment securities represented the second largest component of earning assets -
and were used to generate interest income through the employment of excess funds, to provide liquidity, to fund loan demand or
deposit liquidation, and to pledge as collateral for FHLB advances, public funds and repurchase agreements, as necessary. The
Company’s securities portfolio consisted primarily of debt securities issued by U.S. government agencies, mortgage-backed
securities issued by Fannie Mae and Freddie Mac, non-agency mortgage-backed securities, municipal bonds and corporate
bonds.

As securities were purchased, they were designated as available for sale or held to maturity based upon management’s intent,
which incorporates liquidity needs, interest rate expectations, asset/liability management strategies and capital requirements.
Management generally identified new securities purchased as available for sale. Investment securities available for sale were
carried at their fair value and were in a net unrealized loss position of $2.0 million as of December 31, 2010 (Predecessor).

- Changes to the fair value of available-for-sale investment securities were recorded to other comprehensive income. Investment
securities held to maturity were carried at amortized cost. The Company had no investment securities designated as held to
maturity as of December 31, 2010 (Predecessor).
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As of December 31, 2010 (Predecessor), the recorded value of investments securities totaled $223.3 million, with $215.0
million classified as available for sale and recorded at fair value. In addition, the Company owned other investments which
totaled $8.3 million as of December 31, 2010 (Predecessor). Other investments primarily included the Company’s investment in
FHLB stock which does not have a readily determinable fair value and was recorded at cost and reviewed periodically for
impairment. Prior to the Bank Merger, factors affecting changes in the investment portfolio balance included loan growth,
funding levels, intérest rates available for reinvestment of maturing securities, and changes to the interest rate yield curve.

The following table reflects the carrying value of the Company’s investment portfolio as of December 31, 2010
(Predecessor): .

Predecessor
_ Compan

(Dollars in thousands) ‘ Dec. 31, 2010
Available for sale:

U.S. agency obligations $ 18,934

Municipal bonds ‘ - 21,009

Mortgage-backed securities issued by GSEs : ‘ ' 165,423

Non-agency mortgage-backed securities ' ' ~ 6,587

Other securities : 3,038

: C ’ 214,991

Other investments 8,301

Total o , v v $ 223,292,

Prior to the Bank Merger, on at least a quarterly basis, the Company completed an OTTI assessment of its investment
portfolio. The Company considered many factors, including the severity and duration of the impairment and recent events specific
to the issuer or industry, including any changes in credit ratings.

In the year ended December 31, 2009 (Predecessor), losses on 3 securities were determined to represent OTTL. The first of
these investments was a private label mortgage security with a book value and unrealized loss of $699,000 and ($212,000),
respectively, as of December 31, 2010 (Predecessor) compared with a book value and unrealized loss of $810,000 and ‘
(8381,000), respectively, as of December 31, 2009 (Predecessor). This impairment determination was based on the extent and
duration of the unrealized loss as well as credit rating downgrades from rating agencies to below investment grade. Based on its
analysis of expected cash flows prior to the Bank Merger, management expected to receive all contractual principal and interest
from this security and therefore did not consider any of the unrealized loss to represent credit impairment. The second of these
investments was subordinated debt of a community bank with a book value and unrealized loss of $1.0 million and ($202,000),
respectively, as of both December 31, 2010 and 2009 (Predecessor). Prior to the Bank Merger, management’s impairment
determination was based on the extent of the unrealized loss as well as recent adverse economic and market conditions for
community banks in general. Based on its review of capital, liquidity and earnings of this institution, management expected to
receive all contractual principal and interest from this security and therefore did not consider any of the unrealized loss to
represent credit impairment. Unrealized losses from these two investments were related to factors other than credit and were
recorded to other comprehensive income. The third of these investments was an investment in trust preferred securities of a
community bank with a par value of $1.0 million. This investment was determined to be credit impaired and was written down to
estimated fair value with a $498,000 charge to income in the year ended December 31, 2009 (Predecessor).

The followihg table sumina;izes the gross unrealized losses and fair value of the Company’s investments in an unrealized

loss position not recognized in earnings, aggregated by investment category and length of time that individual securities had been
in a continuous unrealized loss position, as of December 31, 2010 (Predecessor):
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Predecessor Company

December 31, 2010 "Less than 12 Months © - ~ 12 Months or Greater Total
(Dollars in thousands) . Unrealized Unrealized Unrealized
v "Fair Value Losses’ " Fair Value' Losses Fair Value Losses .
Available for sale: ‘ ' T B ‘ '
U.S. agency obligations $ 8916 $ 87 $ -3 -3 8,916 $ 87
Municipal bonds 14,886 1,134 2,453 387 17,339 1,521
Mortgage-backed securities issued S ' - ‘
by GSEs 14,473 195 : - - 14,473 195
Non-agency mortgage-backed ‘ '
securities : - - 4,183 242 4,183 v 242
Other securities — — 2,536 214 2,536 214
Total ; $ 38275 $ 1,416 § 9,172°'$ 843§ 47447 § 2,259

As of December 31, 2010 (Predecessor), unrealized losses on the Company’s investments in non-agency mortgage-backed
securities, or private label mortgage securities, were related to 4 different securities. These losses were due to a combination of
changes in credit spreads and other market factors. These mortgage securities were not issued or guaranteed by an agency of the
federal government but were instead issued by private financial institutions and therefore carry an element of credit risk. Prior to
the Bank Merger, management closely monitored the performance of these securities and the underlying mortgages, which
includes a detailed review of credit ratings, prepayment speeds, delinquency rates, default rates, current loan-to-values, geography
of collateral, remaining terms, interest rates, loan types, etc. The Company engaged a third party expert to provide a quarterly
“stress test” of each private label mortgage security through a model using assumptions to simulate certain credit events and
recessionary conditions and their impact on the performance and expected cash flows of each mortgage security.

Unrealized losses on the Company’s investments in municipal bonds were related to 30 different securities as of December
31, 2010 (Predecessor). These losses were primarily related to concerns in the marketplace regarding credit quality of certain
municipalities in light of the recent economic recession and high unemployment rates as well as expectations of future market
interest rates. Prior to the Bank Merger, management monitored the underlying credit of these bonds by reviewing the financial
strength of the issuers and the sources of taxes and other revenues available to service the debt. Unrealized losses on other
securities related to an investment in subordinated debt of one corporate financial institution. Prior to the Bank Merger,
management monitored the financial strength of this institution by reviewing its quarterly financial reports and considered its
capital, liquidity and earnings in this review.

The securities in an unrealized loss position as of December 31, 2010 (Predecessor) not previously determined to have OTTI
continued to perform and were expected to perform through maturity, and the issuers had not experienced significant adverse
events that would call into question their ability to repay these debt obligations according to contractual terms. Further, because
the Company did not intend to sell these investments and it was not more likely than not that the Company would be required to
sell the investments before recovery of their amortized cost bases, which may be maturity, the Company did not consider
unrealized losses on such securities to represent OTTI as of December 31, 2010 (Predecessor). :

The tablé below reflects the carrying value and weighted average yield on debt securities by final contractual maturities as of

December 31, 2010 (Predecessor). Expected maturities differed from contractual maturities because borrowers may have the right
to call or prepay obligations with or without call or prepayment penalties.” ‘ ‘
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: ' Predecessor Company
Less Than More Than

1 Year 1-5 Years 5-10 Years 10 Years Total

December 31, 2010 Amount Yield Amount Yield Amount Yield Amount Yield Other Amount  Yield
(Dollars in thousands) :
Available for Sale:

U.S. agency securities  $ - -%$ 15962 1.07%$ 2972 2.14%$ - ~%$ ~-$ 18,934 1.24%

Municipal bonds ! 301 4.52 1,880 5.14 555 629 - 18,273  6.09 — 21,009 6.00

MBSs issued by GSEs — - 62 5.16 43,707  2.00 121,654 2.89 - 165,423 2.66

Non-agency MBSs - - - - 1,369 4.79 5,218 498 - 6,587 4.94

Corporate bonds > - - - - 798  3.80 502 - - 1,300 2.53

Other securities - - - — : — - - — - — 1,738 1,738 -

Total $ 301 4.52% 8 17904 151%$ 49,401 2.16%$ 145,647 336%$ 1,738 § 214991 2.90%

Municipal bonds shown at tax equivalent yield computed using a federal tax rate of 34%.

Corporate bond due after ten years is an other-than-temporanly impaired corporate bond for which the Company is no longer accruing
interest.

As of December 31, 2010 (Predecessor), the projected weighted average life of the Company’s U.S. agency bonds, municipal
bonds and mortgage-backed securities was 2.1 years, 10.7 years and 4.4 years, respectlvely, assuming a flat interest rate
environment.

Loans

Due to the Bank Merger, the Company reported no loans on its Consolidated Balance Sheet as of December 31, 2011
(Successor). Total loans were $1.25 billion as of December 31, 2010 (Predecessor). During the year ended December 31, 2010
(Predecessor), the Company made an effort to deleverage its balance sheet to preserve capital and reduce its exposure to certain
sectors of the commercial real estate market. As of December 31, 2010 (Predecessor), commercial real estate (non-owner
occupied), consumer real estate, commercial owner occupied, commercial and industrial; consumer non-real estate and other
loans (including agriculture and municipal loans) amounted to $634.5 million, $263.0 million, $170 5 million, $145.4 tmlhon
$6.2 million, and $33.7 million, respectively.

Prior to the Bank Merger, the loan portfolio was comprised primarily of loans to small- and mid-sized businesses as well as
individuals primarily located in the central and western regions of North Carolina. The economic trends of the areas in North
Carolina served by the Company were influenced by the significant businesses and industries within these regions. The ultimate
collectability of the Company’s loan portfolio was highly susceptible to changes in the market conditions of these geographlc
regions.

The following table reflects contractual maturities and weighted average yields by maturity category as of December 31,
2010 (Predecessor):

' Predecessor Company
Less Than ‘ More Than -
1 Year 1-5 Years S Years Total

December 31, 2010 Amount  Yield Amount  Yield Amount  Yield Amount  Yield
(Dollars in thousands) '
Commercial real estate — non-

owner occupied $ 298,681 525% $ 312,998 5.70% $ 22,851 647% $ 634,530 5.52%
Consumer real estate 25,360 5.57 65,772 6.20 171,823 4.39 262,955 4.96
Commercial real estate — owner

occupied 24,414 5.99 125,998 6.07 20,058 6.36 170,470 6.09
Commercial and industrial 70,124 5.29 70,586 5.32 4,725 6.25 145,435 5.34
Consumer 1,814 6.24 2,863 7.46 1,486 9.24 6,163 7.53
Other 5,380 5.56 4,401 6.13 23,961 4.70 33,742 5.02

Total $ 425,773 5.32% $ 582,618 5.80% $ 244,904 4.84% $1,253,295 5.45%
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The following table reflects the mixture of commercial loans and weighted average yields by rate type for notes with
contractual maturities greater than one year as of December 31, 2010 (Predecessor):

Predecessor Company

_ _ Fixed Rate Floating Rate Adjustable Rate Total
December 31, 2010 Amount  Yield Amount  Yield "Amount  Yield Amount  Yield
(Dollars in thousands) . :
Due after 1 year:
Commercial real estate — non- : . :
owner occupied $ 169,117 6.42% $ 164,304 507% $ 2,428 . 527% $§ 335,849 5.75%
Commercial real estate — O »
owner occupied 126,773 6.42 16,258 4.06 3,025 3.86 146,056 6.11
Commercial and industrial 26,652 6.56 42,106 4.89 6,553 3.72 75,311 . '5.38
Total $ 322,542 6.43% $ 222,668 496% $ 12,006, 4.07% $ 557,216 5.79%

Prior to the Bank Merger, the Company had loans funded by an interest reserve. To mitigate risks related to the use of
interest reserves, the Company followed an interest reserve policy approved by its Board of Directors which set underwriting
standards for loans with interest reserves. These policies included loan-to-value, or LTV, limits as well as guarantor strength and
equity requirements. Additionally, strict monitoring requirements were followed. LTV limits were established based on
regulatory guidelines for each loan type, and interest reserve loans with an LTV (using an updated independent appraisal)

L

exceeding those limits were generally placed on nonaccrual status. : b

As of December 31, 2010 (Predecessor), the Company had a total of 28 loans funded by an interest reserve with total
outstanding balances of $48.0 million, representing approximately 4% of tetal outstanding loans. T otal commitments on these
loans equaled $55.2 million with total remaining interest reserves of $1.3 million, representing a weighted average term of
approximately 7 months of remaining interest coverage. The following table summarizes the Company’s residential and .
commercial acquisition, development and construction, or ADC, loans with active interest reserves as of December 31, 2010
(Predecessor): '

Predecessor Conipén&, )

. : Remaining
Outstanding Unfunded Number Interest Balance on
December 31, 2010 S Balance. . . .Commitments . of Loans _ Reserves - Nonaccrual
(Dollars in thousands)
Residential ADC . $ . 12,702 ' $ 1,009 .. -14_8% 351§ 3,311,
Commercial ADC o - 235,281 . .6,174 14 - 974 .-
Total ' Co $ . 47983 § 7,183 - 28 $.. 1,325 . 3311

I Excludes loans where interest reserves have previously been depleted and the borrower is paying from other sources:

Nonperforming Assets and Impaired Loans

As discussed above, the Company reported no loans on'its Consolidated Balance Sheet as of December 31, 2011 (Successor).
Prior to the Bank Merger, loans were generally classified as nonaccrual if they were past due as to maturity or payment of
principal or interest for a period of more than 90 days, unless such loans were well secured and in the process of collection. If a
loan or a portion of a loan was classified as doubtful or as partially charged off, the loan was generally classified as nonaccrual.
Loans that were on a current payment status or past due less than 90 days may also have been classified-as nonaccrual if
repayment in full of principal and/or interest is in doubt. Loans were teturned to accrual status when all principal and interest
amounts contractually due (including arrearages) were reasonably assured of repayment within-an acceptable period of time, and
there was a sustained period of repayment performance of intérést and principal by the borrower in accordance with the
contractual terms.
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The following table presents an analysis of nonperforming assets as of December 31, 2010 (Predecessor):

Predecessor

R . o : ‘ Company
(Dollars in thousands) : : : Dec. 31, 2010
Nonperforming assets:

Nonperforming loans:
Commercial real estate $ .. 53,371
Consumer real estate e 3,758
Commercial owner occupied : . ’ 8,198
Commercial and industrial o 5,830
Consumer . ' 6
Other loans ' S , ; ‘ e ; 781
Total nonperforming 1 Ioans : T - o ' 71,944
Other real estate: '
Construction, land development, and other land , _ o ‘ ‘ Co 10,797
1-4 family residential properties S 4,529
1-4 family residential properties sold with 100% ﬁnancmg . : , - : 1,004
Commercial properties CoL o : : + 1,086
Closed branch office - e S , S : . 918 -
Total other real estate S 18,334
Total nonperforming assets 90,278
Performing restructured loans - = e ’ 4,463
Total nonperformmg assets and restructured loans R : AR $ ~ 94,741
Asset quality ratios: , .
Nonperforming loans to total loans ‘ '\' ' © 5.73%
Nonperforming assets to total assets 569
Nonperforming assets and restructured loans to total assets 5.98
Allowance for loan losses to total loans ‘ e e 2.87
Allowance for loan losses to nonperforming loans 50.12

. Due to the Bank Merger, Company reported no other real estate on its Consolidated Balance Sheet as of December 31, 2011
(Successor). Prior to the Bank Merger, other real estate included foreclosed assets and other real property held for sale. Other real
estate totaled $18.3 million as of December 31, 2010 (Predecessor). As of December 31, 2010 (Predecessor), other real estate
included $918 thousand of real estate from a closed branch office held for sale and included $1.0 million of residential properties
sold to individuals prior to December 31, 2010 where the Company financed 100% of the purchase price of the home at closing.
These financed properties would remain in other real estate until regular payments were made by the borrowers that total at least
5% of the original purchase price, at which time the propertles would be moved out of other real estate and into the perforrmng
mortgage loan portfolio. :

The Company actively marketed all of its foreclosed properties. Such properties were adjusted to fair value upon transfer of
the loans or premises to other real estate. Subsequently, these properties were carried at the lower of carrying value or updated
fair value. The Company obtained updated appraisals and/or internal evaluations for all other real estate. The Company
considered all other real estate to be classified as Level 2 fair value estimates based on current appraised values as of December
31,2010 (Predecessor). - \

Prior to the Bank Merger, individually impaired loans primarily consisted of nonperforming loans and troubled debt
restructurings (“TDRs”) but could have included other loans identified by management as being impaired. Individually impaired
loans totaled $76.5 million as of December 31, 2010-(Predecessor). The following table summarizes the Company’s md1v1dually
impaired loans and performing TDRs as of December 31, 2010 (Predecessor): '
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Predecessor

. Company
(Dollars in thousands) e ‘ o . . Dec. 31,2010
Impaired loans: ’ .
Impaired loans with related allowance for loan losses $ 2,378
Impaired loans for which the full loss has been charged off . . : 74,141
Total impaired loans \ , B ‘ 76,519
Allowance for loan losses related to unpalred loans Lo ,, , : : . (529)
Net carrying value of impaired loans ’ : ; $ 75,990
Performing TDRs:
Commercial real estate ' : ' ' $ 3,856
Consumer real estate : ) B 121
Commercial owner occupied 421
Commercial and industrial ; ' 65
Consumer —
Total performing TDRs - - ' . 8 4,463

Prior to the Bank Merger, loans were class1ﬁed as TDRs by the Company when certam modifications were made to the loan
terms and concessions were granted to the borrowers due to financial difficulty expenenced by those borrowers. The Company
only restructured loans for borrowers in financial difficulty that had designed a viable business plan to fully pay off all
obligations, including outstanding debt, interest, and fees, either by generatlng additional income from the business or through
liquidation of assets. Generally, these loans were restructured to prov1de the borrower add1t10na1 time to execute upon their plans.
The Company granted concessions by (1) reduction of the stated interest rate for the remaining original life of the debt or )
extension of the maturity date at a stated interest rate lower than the current market rate for. new debt with similar risk. The
Company did not generally grant concessions through forgiveness of principal or accrued interest. Restructured loans where a
concession had been granted through extension of the maturity date generally included extension of payments in an interest only
petiod, extension of payments with capitalized interest and extension of payments through a forbearance agreement. These
extended payment terms were also combined with-a reduction of the stated interest rate in certain cases.;Success in restructuring
loan terms was mixed but had proven to be a useful tool in certain situations to protect collateral values and to allow certain
borrowers additional time to execute upon defined business plans. In situations where a TDR was unsuccessful and the borrower
was unable to follow through with terms of the restructured agreement the loan was placed on nonaccrual status and continued to
be written down to the underlying collateral value.

" The Company’s policy with respect to accrual of interest on loans restructured in a TDR followed relevant supervisory
guidance. That is, if a borrower had demonstrated performance under the previous loan terms and showed capacity to perform
under the restructured loan terms, continued accrual of interest at the restructured interest rate was likely. If a borrower was
materially delinquent on payments prior to the restructuring but showed the capacity to meet the restructured loan terms, the loan
would likely continue as nonaccrual going forward. Lastly, if the borrower did not perform under the restructured terms, the loan
was placed on nonaccrual status. The Company closely monitored these loans and ceased accruing interest on them if
management believed that the borrowers did not continue performing baséd on'the restructured note terms. If a loan was
restructured a second time, after previously being classified as a TDR, that loan was automatically placed on nonaccrual status.
The Company s policy with respect to nonperforming loans required the borrower to make a minimum of six consecutive
payments in accordance with the loan terms before that loan could be placed back on accrual status. Further, the borrower must
have shown the capacity to continue performing into the future prior to restoration of accrual status.

Prior to the Bank Merger, all TDRs were considered to be individually impaired and were evaluated as such in the quarterly
allowance calculation. As of December 3T, 2010 (Predecessor), there was no allowance for loan loss allocated to TDRS as all of
these loans were charged down to estimated fair value. Qutstanding nonperforming TDRs totaled $14.0 million as of December
31, 2010 (Predecessor). :
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Allowance for Loan Losses

The Company’s allowance for loan losses was significantly impacted by the controlling investment by CBF on January 28,
2011. CBF owns approximately 83% of the Company’s outstanding common stock. Because of the CBF Investment, the
Company’s assets and liabilities were adjusted to estimated preliminary fair value at the acquisition date, and the allowance for
loan losses was eliminated at that date.

~ Further, the company recorded no allowance for loan losses on its Consolidated Balance Sheet as of December 31, 2011
(Successor) due to the Bank Merger and related deconsolidation of Old Capital Bank. In the successor period prior to the Bank
Merger, allowance for loans losses were established through a provision for loan losses charged to expense;, and reflected
estimated losses inherent in loans originated subsequent to the CBF investment date and estimated impairment related to probable
decreases in cash flows expected to be collected on certain purchase credit-impaired loan pools.

. Prior to the Bank Merger, the allowance for loan losses represented management’s best estimate of probable credit losses that
were inherent in the loan portfolio at the balance sheet date and was determined by management through at least quarterly
evaluations of the loan portfolio. The allowance calculation consisted of reserves on loans individually evaluated for impairment
and reserves on loans collectively evaluated for impairment.

The evaluation of the allowance for loan losses was inherently subjective, and management used the best information
available to establish this estimate. However, if factors such as economic conditions differ substantially from assumptions, or if
amounts and timing of future cash flows expected to be received on impaired loans vary substantially from the estimates, future
adjustments to the allowance for loan losses may have been necessary. In addition, various regulatory agencnes, as an integral part
of their examination process, penodlcally reviewed the Company’s allowance for loan losses. Such agencies may have required
the Company to recognize additions to the allowance for loan losses based on their judgments of all relevant information
available to them at thé time of their examination. Any adjustments to ongmal estimates were made in the period in which the
factors and other con51derat10ns md1cated that adjustments to the allowance for loan losses were necessary.

Management has allocated the allowance for loan losses by loan purpose for the past five years ended December 31, as
shown inn the followmg table* : ' . ,

Successor ¢ L T : o Predecessor
Company. =~ - © - Company
201t - - bt 2010 - 2009 o 2008 - : 2007
(Dollarsin - '+ v - %of: S " % of Yof 7 - %of- , % of
thousands) : o Total - ke Total . .. Total Total ' _ Total
Amount Allowance Amount Allowance Amount Allowance Amount Allowance ™ Amount Allowance
Commercial $ — %\ $21,734 60%$ 14,187 54%$ 9,749 66%$ 10,231 75%
Construction: ...« - o= 1 11,499 32 10,343 40 . - 3,548 24 1,812 13
Consumer . = .~ SR © 614 2 481 - 2 620 4 631 5
Home equity.: Pado e ‘ T e ,
lines . o S e 1,003 .- -3 o - 49] , 2 570 4 419 3
Mortgage - - S - 1,211 300 - 579 02 308 2 478 4
Total I R e $36 061 - 100%$ 26 081 lOO%$ 14,795 100%$ 13,571 100%

Il

The following ‘table presents the allowance for loan losses, allocated accordmg to collateral risk within the loan portfolio
consistent with other loan—_related d1sc;losures for the past font years ended December 31:

" Successor S Predecessor

Company Company
(Dollars in'thousands) "~ 2011 R 2010 2009 2008
IR ; BEREE - %Of P g B %Of - %()f ~ - %of
 Total - : - Total -~ Total : Total
Amount Allowance Amount  Allowance Amount Allowance Amount Allowance
Commercial real estate $ - -%]| $ 20,995 58% $ 14,987 58%9$% 6,825 46%
Consumer real estate - - 4,732 13 2,383 9 2,360 16
Commercial owner occupied - - 3,395 9 2,650 10 1,878 13
Commercial and industrial - - 6,432 18 5,536 21 3,233 22
Consumer - - 354 1 326 1 316 2
Other loans — - 153 1 199 1 183 1
Total $ - %) $ 36,061 100% $ 26,081 100% $ 14,795 100%
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Prior to the Bank Merger, the allowance was established through a provision for loan losses charged to expense. Loans were
charged against the allowance for loan losses when management believed that the collectability of the principal was unlikely. The
following table presents an analysis of changes in the allowance for loan losses for each period presented:

Successor ' . Predecessor
Company : : . Company
Jan. 29 Jan. 1 - Year Year Year Year
: to to Ended Ended Ended Ended
(Dollars in thousands) ' Dec. 31,2011 | Jan. 28,2011 2010 2009 2008 2007
Balance at beginning of period, predecessor  $ -18 36,061 $ 26,081 $ 14,795 $ 13,571 § 13,347
Adjustment for loans acquired in acquisition ‘ - - - 845 -
Net charge-offs: '
Loans charged off:
Commercial real estate - - ’ - 38,220 8,026 1,991 1,292
Consumer real estate . ’ ) 337 26 3,923 - 2,016 125 2,264
Commercial and industrial N | 12 6,639 1,903 1,658 1,265
Consumer - 2 11 429 252 794 403
Other loans = - 209 — — 28
Total charge-offs DA 339 ) 49 49,420 12,197 4,568 5,252
Recoveries of loans previously charged - '
off: :
Commercial real estate ‘ ‘ - 4 - 664 200 650 455
Consumer real estate - 3 54 107 28 1,295
Commercial and industrial - 1 115 63 316 9
Consumer - 1 22 49 77 111
Total recoveries — 9 855 419 1,071 1,870
Total net charge-offs 339 ‘ 40 48,565 11,778 3,497 3,382
Provision for loan losses ; , 1,450 40 58,545 23,064 3,876 3,606
Merger of Old Capital Bank into Capital
Bank, NA _ ~(1,111) = = = = -~
Balance at end of period, predecessor - 36,061 36,061 26,081 14,795 13,571
Acquisition accounting adjustment - (36,061) -~ - - -
Balance at end of period, successor $ — 193 - 8 -8 - $ - $ -
Net charge-offs to average loans during the v
year ‘NA NA 3.60% 0.89% 0.30% 0.32%

Loans Individually Evaluated for Impairment

Prior to the Bank Merger, a loan was considered individually impaired, based on current information and events, if it was
probable that the Company would be unable to collect the scheduled payments of principal and interest when due according to the
contractual terms of the loan agreement. Reserves, or charge-offs, on individually impaired loans that were collateral dependent
were based on the fair value of the underlying collateral while reserves, or charge-offs, on loans that were not collateral
dependent were based on either an observable market price, if available, or the present value of expected future cash flows
discounted at the historical effective interest rate. For certain individually impaired loans on borrower relationships less than $500
thousand, management aggregated the loans based on common risk characteristics and used historical loss statistics as a means of
measuring impairment, or reserves, on those loans. Management evaluated loans that were classified as doubtful, substandard or
special mention to determine whether they were individually impaired. This evaluation included several factors, including review

of the loan payment status and the borrower’s financial condition and operating results such as cash flows, operating income or
loss, etc.

As of December 31, 2010 (Predecessor), the recorded investment in impaired loans for which the full loss was charged-off
totaled $74.1 million and the aggregate unpaid principal balances of these loans totaled $92.1 million. The difference between the
recorded investment and unpaid principal balance represented cumulative charge-offs over the life of these impaired loans. As of
December 31, 2010 (Predecessor), the recorded investment in impaired loans with a related allowance totaled $2.4 million with
related reserves of $529 thousand. In 2010, the Company changed its practice to charge down all individually impaired loans to

. estimated fair value except for the small group of individually impaired loans on borrower relationships less than $500 thousand
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that were aggregated for impairment measurement purposes: Given the Company’s concentration in real estate lending, the vast
majority of individually impaired loans were collateral dependent and were therefore valued based on underlying collateral
values. In the case of unsecured loans that became impaired, unpaid principal balances were fully charged off. ’

The Company employed a-dedicated Special Assets Group that monitored problem loans and formulated collection and/or
resolution plans for those borrowers. Special Assets and the lender who underwrote the problem loan remained updated on market
conditions and inspected the collateral on a regular basis. If there was a reason to believe that collateral values had been
negatively affected by market or other forces, an updated appraisal was ordered to assess the change in value. The Company’s
management would generally seek to ensure that appraisals were not more than twelve months old for all individually impaired
loans.

For most individually impaired loans, the fair value of underlying collateral was estimated based on a current independent
appraised value, adjusted for estimated costs to sell. These were considered Level 2 fair value estimates. For certain impaired
loans where appraisals were aged or where market conditions had significantly changed since the appraisal date, a further
reduction was made to appraised value to arrive at the fair value of collateral. These were considered Level 3 fair value estimates.
In other situations, management used broker price opinions, internal valuations or other valuation sources. These were also
considered Level 3 fair value estimates. Estimated fair value on impaired loans totaled $76.0 million as of December 31, 2010
(Predecessor). Of this amount, $61.0 million of impaired loans were valued based on current independent appraisals, and $15.0
million of impaired loans were valued based on a combination of adjusted appraised values, internal valuations, and other
valuation sources or methods. Internal valuations were used primarily for equipment valuations or for certain real estate
valuations where recent home sales data was used to estimate value for similar fully or partially built houses. For any impaired
loan where a reserve had previously been established, or where a partial charge-off had been recorded, an updated appraisal that
reflected a further decline in value will result in an additional reserve or partial charge-off during the period.

Loans Collectively Evaluated for Impairment

Prior to the Bank Merger, reserves on loans collectively evaluated for impairment were determined by applying loss rates to
pools of loans that were grouped according to the Company’s two-dimensional risk rating system. T: he first digit of the risk rating
represented the credit quality of the borrower and was used to calculate the probability of default used in the “pooled” reserve
calculation, while the second digit represented the loan collateral type and was used to calculate the loss given default also used in
the “pooled” reserve calculation. The first digit ranged from 1 to 9, where a higher rating represented higher credit risk, and was
selected on the financial strength and overall resources. of the borrower and the second digit was chosen by the type of primary
collateral securing the loan.

At the origination of each commercial loan, the loan officer evaluated the relative risk of the loan and assigned a
corresponding risk rating based upon completion of a standardized risk rating worksheet that was reviewed by management. To
ensure that loans were properly risk rated after origination, loan officers were required to re-evaluate assigned risk ratings
whenever the borrower’s financial condition or ability to repay their loan changes. At a minimum, risk ratings were reassigned
whenever a loan was renewed or modified. Additionally, the Bank employed a loan review department that audits loans based on
a defined scope. Loans were reviewed for credit quality, sufficiency of credit and collateral documentation, proper loan approval,
covenant, policy and procedure adherence, and continuing accuracy of the loan’s risk rating. The loan review department reported
its findings to senior management and the Audit Committee of the Company’s Board of Directors.

In addition to using historical default and charge-off experience for each(pool to calculate loss rates on loans coilectively
evaluated for impairment, management also considered the following environmental factors in establishing these loss rates:

» Levels ef and trends in delinquencies, impaired loans and classified assets;

. | Levels of and trends in chai‘ge~offs and recoveries; |

. Trend_s in nature, vqlunie and terms of loéns;

» Existence of and changes in portfolio concentrations by product type and geographical location;
* * Changes in national, regional and local economic conditions;

. Changes m the experience, abiﬁty and depth of l_ending'managemenf;

. Qhanges in the quality of the loan review system; and

« The effect of other external factors such as legal and regulatory requirements.
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As of December 31, 2010 (Predecessor), the Company used two years of default and charge-off history for purposes of
calculating reserves on loans evaluated collectively. Nonperforming loans and net charge-offs had significantly increased over the
two-year period, particularly in the commercial real estate portfolio, and such increases directly impacted loss rates and the

resulting allowance for loan losses for each loan pool.

Commercial Real Estate Analysis

Residential Construction & Development Residential
Loan Analysis by Type: Land/ Residential
Development Construction Total
(Dollars in thousands)
December 31, 2010
(Predecessor Company) .
Loans outstanding 102,797 $ 77,120 $ 179,917
Nonaccrual loans 35,934 3,180 39,114
Allowance for loan losses 4,975 3,996 8,971
YTD net charge-offs 27,096 3,382 30,478
Loans outstanding to total loans - 8.19% 6.15% - 14.34%
Nonaccrual loans to loans in category 34.96 4.12 21.74
Allowance to loans in category 4.834 5.18 4.99
YTD net charge-offs to average loans in category (annualized) 20.41 3.80 13.75
Residential Construction & Development
Loan Analysis by Region: Nonaccrual
Percent of Loans Allowance Allowance
Loans Total Loans Nonaccrual to Loans for Loan to Loans
Outstanding  Outstanding Loans - Outstanding Losses Outstanding

(Dollars in thousands)
December 31, 2010
(Predecessor Company) , »
Triangle $ 134,858 74.96% $ 30,310 2248% $ 6,898 5.12%
Sandhills 24,816 13.79 979 3.95 1,080 4.35
Triad - 4,584 2.55 - - 417 9.10
Western ‘ 15,659 8.70. 7,825 49.97 576 3.68

Total $ 179,917 100.00% $ 39,114 21.74% $ 8,971 4.99%
Commercial Construction & Development \
and Other CRE Loan Commercial * Other Non-
Analysis by Type: Land/ Commercial - = Residential

Development Construction’ Multifamily ~ CRE Total

(Dollars in thousands) ‘
December 31, 2010
(Predecessor Company) : , P
Loans outstanding $ 121,415 $ 49,255 $ 39,831 § 244112 $ 454,613
Nonaccrual loans 11,579 - - 2,678 14,257
Allowance for loan losses . 5,122 1,268 668 4,966 12,024
YTD net charge-offs 1,641 3) 10 1,061 2,709
Loans outstanding to total loans 9.68% 3.93% 3.18% 19.46% .36.24%
Nonaccrual loans to loans in category 9.54 - : - 1.10 3.14
Allowance to loans in category 4.22 2.57 1.68 2.03 2.64
YTD net charge-offs to average loans in

category (annualized) 1.31 (0.01) 0.02 0.48 0.61
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Commercial Construction & Development

Nonaccrual

and Other CRE Loan '
Analysis by Region: Percent.of , Loans Allowance Allowance
Loans Total Loans Nonaccrual to Loans .. for Loan to Loans
Outstanding Outstanding Loans Outstanding Losses Outstanding
(Dollars in thousands) :
December 31, 2010
(Predecessor Company)
Triangle ‘$° 291,377 64.09% $ 13,364 4.59% $ 7,240 2.48%
Sandhills 66,292 14.58 -815 1.23 2,504 3.78
Triad 41,441 9.12 - - 1,122 2.71
Western 55,503 12.21 78 0.14 1,158 2.09
Total $ 454,613 100.00% $ 14,257 3.14% $ 12,024 - 2.64%
Deposits

Due to the Bank Merger, the Company reported no deposits on its Consolidated Balance Sheet as of December 31, 2011
(Successor). Total deposits totaled $1.34 billion as of December 31, 2010 (Predecessor). Of this amount, $116.1 million
represented noninterest-bearing demand deposits as of December 31, 2010 (Predecessor), and $1.23 billion interest-bearing
deposits as of December 31, 2010 (Predecessor). Time deposit balances of $100,000 and greater totaled $327.5 miltion with an
average interest rate of 1.97% as of Decémber 31, 2010 (Predecessor).

The following table reflects the scheduled maturities and average rates of time deposits as of December 3 1,2010
(Predecessor):

Predecessor Company
Time Deposits Time Deposits

December 31, 2010 $100,000 or Greater Less than $100,000
(Dollars in thousands) Weighted Weighted
Amount Average Rate Amount Average Rate

Three months or less $ 13,952 1.11% $ 77,004 0.64%
Over three months to one year 28,930 1.76 114,686 1.15
Over one year to three years 253,107 1.95 315,341 1.87
Over three years 31,463 2.73 38,847 2.71

$ 327,452 1.97% $ 545,878 1.61%

. Borrowings and Subordinated Debt -

Due to the Bank Merger, the Company reported no outstanding borrowings on its Consolidated Balance Sheet as of
December 31, 2011 (Successor). Prior to the Bank Merger, advances from the FHLB totaled $51.0 million and had a weighted
average rate of 4.22% as of December 31, 2010 (Predecessor). In addition, overnight borrowings on the Company’s credit line at
the FHLB totaled $20.0 million as of December 31, 2010 (Predecessor). These fixed rate advances as well as the Company’s
credit line with the FHLB were collateralized by eligible 1—4 family mortgages, home equity loans and commercial loans.

Outstanding structured repurchase agreements totaled $50.0 million as of December 31, 2010 (Predecessor). These
repurchase agreements had a weighted average rate of 4.06% as of December 31, 2010 (Predecessor) and were collateralized by
certain U.S. agency and mortgage-backed securities.

Prior to the Bank Merger, the Company maintained a credit line at the Federal Reserve Bank’s (“FRB”) discount window
that was used for short-term funding needs and as an additional source of liquidity. Primary credit borrowings as well as the
Company’s credit line at the discount window were collateralized by eligible commercial construction as well as commercial and
industrial loans. The Company had total average outstanding borrowings of $150.2 million with effective borrowing costs of
3.02% in the year ended December 31, 2010 (Predecessor). ’
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The Company had $19.2 million and $34.3 million of subordinated debentures outstanding as of December 31, 2011
(Successor) and December 31, 2010 (Predecessor), respectively. The decline in the carrying value of these debt instruments since
December 31, 2010 (Predecessor) was:primarily due to acquisition accounting, adjustments resulting from the CBF Investment
and accretion of the fair value discount in the successor penod o

Co apttal Resources

Total shareholders’ equity was $224.9million as of December 31, 2011 (Successor) and represented a significant increase
from the $76.7 million balance as of December 31, 2010 (Predecessor). This increase was primarily due to the CBF Investment
on January 28, 2011. Common stock, no par value, totaled $218.8 million as of December 31, 2011.(Successor). This amount
represents the fair value of net assets acquired of $224.1 million at the CBF Investment date, which includes the non-controlling
interest at fair value, in addition to net proceeds of $3.8 million from the issuance of approximately 1.6 million shares of the
Company’s common stock in the Rights Offering on March 11, 2011. Common stock then decreased by a net of $9.1 million due
to the Bank Meérger and GreenBank merger.- The Company’s retained earnings totaled $5.3 million as of December 31, 2011
(Successor), which represents the Company’s net income in the successor period. Accumulated other comprehensive income
totaled $771 thousand as of December 31, 2011 (Successor) and represented the Company’s equity in Capltal Bank, NA’s other
comprehenswe income in the period subsequent to the Bank Merger '

- Capital Bank Corporation’s and Capital Bank, NA’s capltal amounts and ratlos as of December 31,2011 (Successor) are
presented in the following table ; . : :
Successor Company
o : : S Ce Minimurn Requirements To Be:
December 31, 2011 Actual Ade(Lately Capitalized: Well Capitalized
(Dollars in thousands) Amount  Ratio Amount Ratio Amount Ratio

Capital Bank Corporation:’ : o _ ' - :
Total capital (to risk-weighted assets) T § 244,027 98.39% $ 19,841 - 8.00% N/A - N/A

Tier I capital (to risk-weighted assets) 240,437 96.95 9,920 4.00 N/A N/A
Tier I capital (to average assets) 240,437 96.56 9,960 4.00 N/A N/A
Capital Bank, NA:

Total capital (to risk-weighted assets)* . $ 687,971 -16.67% $ 330,201 8.00% $ - 412,752 - 10.00%
Tier I capital (to risk-weighted assets) ' 649,523 - 15.74 165,101 400 - - 247,651 6.00%
Tier I capital (to average assets) © 649,523 10.38 - 250,180 -4.00 312,725 5.00%

Recent Items Impacting Capital Resources
CBF Investment

On January 28, 201 1, the Company completed the issuance and sale of 71 million shares of its common stock to CBF for
$181.1 million in cash. In connection with the CBF Investment, eackl Company shareholder a$ of January 27, 2011 received one
CVR per share that entitles the holder to receive up to $0.75 in cash per CVR at the end of a five-year period based on the credit
performance of the Bank’s existing loan portfolio. Also in connection with the CBF Invéstment, the Company’s Series A
Preferred Stock and warrant to purchase shares of common stock issued by the Company to the U.S. Treasury in connection with
the Troubled Asset Rehef Program were repurchased

Pursuant to the CBF Investment, shareholders as of January 27, 2011 received non-transferable rights to purchase a number
of shares of the Company’s common stock proportlonal to'the number of shares of common stock held by such holders on such
date, at a purchase price equal to $2.55 per share, subject to certain limitations. The Company issued 1,613,165 shares of comron
stock in exchange for $4.1 million upon completion of the Rights Offering on March 11, 2011. Direct offermg costs of $300
thousand were recorded as a reduction to the proceeds of the Rights Offermg
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Private Placement Offering of Investment Units

On March 18, 2010, the Company sold 849 mvestment units (the “Units”) for gross:proceeds of $8.5 million. Each Unit was
priced at $10,000 and consisted of a $3,996.90 subordinated promissory. note and a nuimber of shares of the Company’s common
stock valued at $6,003.10. The offering and sale of the Units was limited to accredited investors. As a result of the sale of the
Units, the Company sold $3.4 million in aggregate principal amount of subordinated promissory notes due March 18, 2020.(the
“Notes™) and 1,468,770 shares of the Company’s common stock valued at $5.1 million. The Company is obligated to pay interest
on the Notes at 10% per annum payable in quarterly installments commencing on the third month anniversary of the date of
issuance of the Notes. The Company may prepay the Notes at any time aﬁer March 18, 2015 subject to approval by the F ederal
Reserve and compliance. w1th applicable law. Lo

Inﬁ)rmal Regulatory Agreemem‘

On October 28, 2010, Oid Capltal Bank entered into an informal Memorandum of Understandmg (“MOU”) with the Federal
Depository Insurance Corporation and the North Carolina Commissioner of Banks. An MOU is characterized by regulatory
authorities as an informal action that is not published or publicly available and that is used when circumstances warrant a-milder
form of action than a formal supervisory action, such as a formal written agreement or order. In accordance with the terms of the
MOU, Old Capital Bank agreed to, among other things, (i) increase regulatory capital to achieve and maintain a minimum Tier 1
leverage capital ratio of at least 8% and a total risk-based capital ratio of at least 12%, (ii) menitor and reduce its commercial real
estate concentration, (iii) timely identify and reduce its overall level of problem loans, (iv) establish and maintain an adequate
allowance for loan losses, and (v) ensure adherence to loan policy guidelines. In addition, Old Capital Bank must obtain
regulatory approval prior to paying any dividends to the Company. The MOU will remain in effect until modified, terminated,
lifted, suspended or set aside by the regulatory authorities. In addition, the Company consults with the Federal Reserve prior to
payment of any dividends or interest on debt. . : nos

’ The FDIC’s Atlanta Regional Office terminated its involvement in the MOU effective October 29, 2011, between its Board
of Directors of Old Capital Bank, the FDIC and NC Commissioner of Banks. The termination was effective at close of business
June 30, 2011, upon the merger of Old Capital Bank with and into NAFH Bank, which was subsequently renamed Capital Bank,
National Association. . . ‘

Liquidizjy Management

On June 30, 2011, Old Capital Bank, formerly a wholly-owned subsidiary. of the Company, merged with and into NAFH Bank,
a national banking association, with NAFH Bank as the surviving entity. In connection with the Bank Merger, NAFH Bank changed
its name to Capital Bank, NA. On September 7, 2011, CBF acquired a controlling interest in Green Bankshares and merged its
banking subsidiary, GreenBank, with and into Capital Bank, NA. Following the GreenBank merger, Capital Bank, NA is now owned
by the Company, CBF, TIB Financial Corp. and Green Bankshares. CBF is the owner of approximately 83% of the Company’s
common stock, approximately 94% of TIB Financial’s common stock and approximately 90% of Green Bankshares’ common stock.

The Bank Merger occurred pursuant to the terms of an Agreement of Merger entered into by and between Old Capital Bank and
Capital Bank, NA, dated as of June 30, 2011. In the Bank Merger, each share of Old Capital Bank common stock was converted into
the right to receive shares of Capital Bank, NA common stock based on each entity’s relative tangible book value on March 31,

2011. Following the GreenBank merger, the Company now owns apprommately 26% of Caprtal Bank, NA, with CBF having a
direct ownership of 19%, TIB Financial owning 21%, and Green Bankshares owning the remaining 34%. As: of December 31, 2011,
Capital Bank, NA operated 143 branches in Florida, North Carolina, South Carolina, Tennessee and Vlrglma and had total assets of
$6.5 billion, total deposits of $5.1 billion and shareholders’ equity of $939.8 million,

The Company reports its investment in Capital Bank, NA on the Consolidated Balance Sheet as an equity method investment
in that entity. As of December 31, 2011 (Successor), the Company’s investment in Capital Bank, NA totaled $243.7 million,
which reflected the Company s pro rata ownership of Capital Bank, NA’s total shareholders’ equity. The Company also had an
advance to Capital Bank, NA totaling $3.4 million as of December 31, 2011 (Successor) The Bank Merger resulted in a
significant decrease in the total assets and total liabilities. of the Company. As of December 31, 2011 (Successor), the Company
had cash on deposit with Capital Bank, NA of approximately $2.2 million, This cash is available for providing-additional capital
support to Capital Bank, NA and for other general corporate purposes.

Off-Balance Sheet Arrangement and Contractual Obligations

Due to the Bank Merger, the Company had no outstanding borrowings or operating lease obligations as of December 31,
2011 (Successor). Subsequent to the Bank Merger, the only outstanding obligations are subordinated debentures issued by the
Company. See Note 10 (Subordinated Debentures) for more details.
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The following table reflects maturities of contractual obligations-as of December 31, 2011 (Successor):

Successor Company

December 31, 2011 . Payments Due by Period o
(Dollars in thousands) ‘ Less Than 1-3 3-5 More Than Total
: - ‘ B : 1 Year Years Years 5 Years Committed
Contractual obligations: : S \ R
Borrowings $ - 3 - 3 - 3 - 3 -
Subordinated debentures - - - 19,163 19,163
Operating leases _ — - - - -
" $ ~ 3 -3 — § 19163 $ 19,163

Due to the Bank Merger, the Company had no off-balance sheet commitments as of December 31, 2011 (Successor).
Impact of Inflation :

The Company’s financial statements have been prepared in accordance with U.S. GAAP, which require the measurement of
financial position and operating results in terms of historic dollars without consideration for changes in the relative purchasing '
power of money over time due to inflation. The rate of inflation has been relatively moderate over the past few years and has not
materially impacted the Company’s results of operations; however, the effect of inflation on interest rates may in the future
materially impact the Company’s-operations, which rely on the spread between the yield on earning assets and rates paid on
deposits and borrowings as the major source of earnings. Operating costs, such as salaries and wages, occupancy and equipment
costs, can also be negatively impacted by inflation. ' ’

Recent Accounting Developments

Refer to Item 8. Financial Statements and Supplementary Data, Notes to Consolidated Financial Statements — Note 1,
Summary of Significant Accounting Policies, for a discussion of recent accounting developments. . ’

ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

_Market risk is the risk that a financial institution’s earnings and capital, or its ability to meet its business objectives, will be
adversely affected by movements in market rates or prices such as interest rates, foreign exchange rates, equity rates, equity -
prices, credit spreads and/or commodity prices. The Company has assessed its market risk as predominately intérest rate risk. As
of December 31, 2011 (Successor), the Company’s only earning asset was a $3.4 million advance to Capital Bank, NA which is
earning interest at a fixed 10% annual rate. The Company’s interest-bearing liabilities consisted of subordinated debentures with
notional amounts totaling $33.4 million. Accordingly, the Company’s net interest income and net interest margin are sensitive to
changes in interest rates. '

The most significant component of the Company’s future operating results will be derived from its investment in Capital
Bank, NA. Thus, net interest income has become a less significant measure of operating results for the Company. As $30.0
million of notional value of the Company’s subordinated debentures are trust preferred securities with interest rates tied to 90-day
LIBOR, changes in net interest income would be directly correlated to changes in this rate. Accordingly, 100 and 200 basis point
changes in this rate would result in $300 thousand and $600 thousand changes in interest expense, respectively. Co
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ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA

CAPITAL BANK CORPORATION
CONSOLIDATED BALANCE SHEETS

Predecessor

Successor
Company Company
(Doliars in thousands) Dec. 31, 2011 Dec. 31, 2010
Assets
Cash and cash equivalents:
Cash and due from banks $ 2,163 $ 13,646
- Interest-bearing deposits with banks - 53,099
Total cash and cash equlvalents 2,163 66,745
Investment securities: ’
Investment securities — available for sale, at fair value - 214,991
Other investments ' — 8,301
Total investment securities - 223,292
Mortgage loans held for sale - 16,993
Loans: ‘
Loans — net of unearned income and deferred fees ' - 1,254,479
Allowance for loan losses — (36,061)
. ‘Net loans - 1,218,418
Investment in and advance to Capital Bank, NA 247,121 C=
Other real estate R 18,334
Premises and equipment, net - 25,034.
Other intangible assets, net - 1,774
Other assets , 458 24,957
- Total assets $ 249,742 $ 1,585,547
Liabilities
Deposits:
Demand deposits $ - 18 116,113
NOW accounts - 185,782
Money market accounts - 137,422
Savings deposits - 30,639
. Time deposits — - . 873,330
. Total deposits - 1,343,286
Borrowings - 121,000 -
Subordinated debentures 19,163 34,323
Other liabilities 5,715 10,250
Total liabilities 24,878 1,508,859
Shareholders’ Equlty ,
Preferred stock, $1,000 par value; 100, 000 shares authonzed 41,279 shares issued - :
and outstanding (liquidation preference of $41,279) at December 31, 2010 - 40,418
Common stock, no par value; 300,000,000 shares authorized; 85,802,164 and
12,877,846 shares issued and outstanding 218,826 145,594
Retained earnings (accumulated deficit) 5,267 (108,027)
Accumulated other comprehensive income (loss) 771 (1,297)
Total shareholders’ equity 224,864 76,688
Total liabilities and shareholders’ equity $ 249,742 $ 1,585,547

The accompanying notes are an integral part of these consolidated financial statements.
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CAPITAL BANK CORPORATION
CONSOLIDATED STATEMENTS OF OPERATIONS

Successor Predecessor
Company Company
Jan. 29,2011 Jan. 1, 2011 Year Year
to T to Ended Ended
(Dollars in thousands except per share data) Dec. 31, 2011 Jan. 28, 2011 Dec. 31, 2010 Dec. 31, 2009
Interest income:
Loans and loan fees $ 27521 | $ 5479 $ 68474 $ 70,178
Investment securities:
Taxable interest income 3,206 391 7,483 9,849
Tax-exempt interest income 398 74 1,596 3,026
Dividends 59 - 80 46
Federal funds and other interest income 257 11 89 42
Total interest income 31,441 5,955 77,722 83,141
Interest expense:
Deposits 4,560 1,551 21,082 28,037
Borrowings and subordinated debentures 1,968 445 5,677 6,226
Total interest expense 6,528 1,996 26,759 34,263
Net interest income 24,913 3,959 50,963 48,878
Provision for loan losses 1,450 40 58,545 23,064
Net interest income (loss) after provision for loan losses 23,463 3,919 (7,582) 25,814
Nonintetest income: »
‘Service charges and other fees 1,355 291 3,311 3,883
Bank card services. 847 174 2,020 1,539
Mortgage origination and other loan fees 518 210 1,861 1,935
Brokerage fees 308 78 963 698
Bank-owned life insurance 134 10 699 1,830
‘Equity income from investment in Capital Bank, NA 4,045 - - -
Other . 155 69 840 607
Securities gains (losses):
Realized securities gains, net - - 5,855 173
-Other-than-temporary impairments - - - (1,082)
- Less: non-credit portion recognized in other
comprehensive income — — — 584
Total securities gains (losses), net — - 5,855 (325)
Total noninterest income 7,362 832 15,549 10,167
Noninterest expense:
Salaries and employee benefits 9,525 1,977 22,675 22,112
- Occupancy 2,970 548 5,906 5,630
Fumiture and equipment 1,401 275 3,183 3,155
Data processing and telecommunications 911 180 2,092 2,317
Advertising and public relations 325 131 1,887 1,610
Office expenses : 498 93 1,260 1,383
Professional fees 543 190 2,514 1,488
Business development and travel 550 87 1,350 1,244
Amortization of other intangible assets 478 62 937 1,146
ORE losses and miscellaneous loan costs 1,608 176 5,006 1,646
Directors’ fees 93 68 1,061 1,418
FDIC deposit insurance 1,076 266 3,846 2,721
Contract termination fees 3,955 - - -
Other 1,344 102 2,592 3,940
Total noninterest expense 25,277 4,155 54,309 49,810
Net income (loss) before taxes 5,548 596 (46,342) (13,829)
Income tax expense (benefit) 281 — 15,124 (7,013)
Net income (loss) 5,267 596 (61,466) (6,816)
Dividends and accretion on preferred stock — 861 2,355 2,352
Net income (loss) attributable to common shareholders $ 5267 | § (265) $ (63,821)$ (9,168)
Earnings (loss) per common share — basic $ 006 | $ (0.02) $ 4.98)8% (0.80)
Earnings (loss) per common share — diluted $ 006 1% 0.02) $ (4.98) % (0.80)
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CAPITAL BANK CORPORATION

CONSOLIDATED STATEMENTS OF CHANGES IN SHAREHOLDERS’ EQUITY AND COMPREI_{ENSIVE LOSS

Other Retained
U Comprehensive Earnings
) Preferred Stock ~ Common Stock Income (Accumulated
Predecessor Company Shares Amount Shares Amount (Loss) Deficit) Total
(Dollars in thousands) o / » : ) '
Balance at January 1, 2009 41,279 $ 39,839 11,238,085 $ 139,209 $ . 836 § (31,420) $ 148514
Comprehensive loss: . ,
Net loss (6,816) (6,816)
Net unrealized gain on securities, net !
of tax of $3,169 5,051 5,051
Net unrealized loss on cash flow o
hedge, net of tax benefit of $1,215 (1,936) ' (1,936)
Amortization of prior service cost on ) :
SERP 46) (46)
Total comprehensive loss (3,747)
Accretion of preferred stock discount 288 ' ' (288) -
Restricted stock awards : 16,692 107 107
Stock option expense 50 50
Directors’ deferred compensation 93,340 543 ' 543
Dividends on preferred stock (2,064) (2,064)
Dividends on common stock ($0.32 per
share) , N (3,618) (3,618)
Balance at December 31, 2009 41,279 $ 40,127 11,348,117 $ 139,909 $ 3955 % (44,206) $ 139,785
Comprehensive loss:
Net loss " (61,466) (61,466)
Net unrealized loss on securities, net of ‘ ‘
tax benefit of $3,300 ) (5,260) (5,260)
Amortization of prior service cost on _ _ _
SERP 8 8
Total comprehensive loss . (66,718)
Accretion of preferred stock discount 291 ~{291) -
Issuance of common stock 1,468,770 5,065 - 5,065
Restricted stock forfeiture (3,508) (10) ' (10)
Stock option expense - s 54 54
Directors’ deferred compensation 64,467 576 576
Dividends on preferred stock (2,064) (2,064)
Balance at December 31, 2010

(continued on next page)

41279 $ 40,418 12,877,846 § 145,594 $ (1,297)$  (108,027) $ 76,688
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CAPITAL BANK CORPORATION

CONSOLIDATED STATEMENTS OF CHANGES IN SHAREHOLDERS’ EQUITY AND COMPREHENSIVE LOSS (Continued)

Other Retained
) Comprehensive Earnings
: - . Preferred Stock - Common Stock Income (Accumulated
Predecessor Company Shares  ° Amount Shares Amount (Loss) Deficit) Total
(Dollars in thousands) :
Balance at January 1, 2011 41,279 $ 40,418 12,877,846 $ 145,594 § (1,297) $ (108,027) $ 76,688
Comprehensive income: e
Net income 596 - 596
Net unrealized loss on securities, net of
tax benefit of $204 (324) (324)
Amortization of prior service cost on :
SERP 1 1
Total comprehensive income ' 273
Accretion of preferred stock discount 24 (24) -
Stock option expense 5 5
Directors’ deferred compensation 35 v 35
Dividends on preferred stock (172) (172)
Balance at January 28, 2011 41,279 $ 40,442 12,877,846 $ 145,634 § (1,620) $ (107,627) $ 76,829
Other Retained
Comprehensive Earnings
Preferred Stock Common Stock Income (Accumulated
Successor Company Shares Amount Shares Amount (Loss) Deficit) Total
(Dollars in thousands)
Balance at January 29, 2011 -3 — 83,877,846 $ 224,085 § -3 -~ § 224,085
Comprehensive income: T R -
Net income 5,267 5,267
Net unrealized gain on secuntles net "
of tax of $3,367 5,266 5,266
Total comprehensive income 10,533
Issuance of common stock, net of S
offering costs of $300 1,613,165 3,814 3,814
Stock option expense 78 78
Restricted stock forfeiture (1,751) ) @)
Directors’ deferred compensation 312,904 - -
Merger of Old Capital Bank into Cap1ta1
-Bank, NA (4,124) (4,495) (8,619)
Merger of GreenBank into Capital Bank, R S
NA . (5,020) . 5 - (5,020)
Balance at December 31, 2011 85,802,164 $ 218,826 § 771 § 5,267

o

The accompanying notes are an integral part of these consolidated financial statements.
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CAPITAL BANK CORPORATION
CONSOLIDATED STATEMENTS OF CASH FLOWS

Successor Predecessor
Company Company
Jan. 29, 2011 *Jan. 1, 2011 Year Year
to to Ended Ended
(Dollars in thousands) Dec. 31,2011 Jan. 28,2011 Dec. 31, 2010 Dec. 31, 2009
Cash flows from operating activities: :
Net income (loss) $ 5267 1% 596 $ (61,466) $ (6,816)
Adjustments to reconcile net income (loss) to net cash
provided by (used in)-operating activities:
Equity income from investment in Capital Bank, NA (4,045) - - -
Accretion of purchased credit-impaired loans (26,262) - - -
Amortization/accretion on acquired liabilities, net (3,403) - ' - -
Provision for loan losses 1,450 40 ‘58,545 23,064
Loss on repurchase of mortgage loans - - - 361
Amortization of other intangible assets 478 62 937 | - 1,146
Depreciation . : . 1,354 240 2,629 _ 2,893
Stock-based compensation ' 146 42 736 702
(Gain) loss on sale of securities, net - - (5,855) 325
‘Amortization of premium on securities, net ' 695 171 98 180
Loss on disposal of premises, equipment and ORE 5 26 444 88
ORE valuation-adjustments 74 - 2,088 217
Bank-owned life insurance income S : (134) 10) (699) (378)
Deferred income tax expense (benefit) - 3,415 - 15,396 (4,708)
Net change in: '
Mortgage loans held for sale ~ 1,907 4,424 (6,993) , -
Accrued interest receivable and other assets (7,659) (1,309) 5,070 (5,972)
Accrued interest payable and other liabilities 3,024 (3,939) (1,279) . (220)
Net cash provided by (used in) operating :
activities (23,688) 343 9,651 10,882
Cash flows from investing activities:
Net cash paid in Capital Bank merger (42,880) - - -
Investment in Capital Bank, NA ; (16,063) - - ‘ -
“Principal repayments on loans, net of loans originated or v ,
acquired 13,048 14,547 68,805 (162,132)
Purchases of premises and equipment (607) (307) (3,938) (3,326)
Proceeds from sales of premises, equipment and ORE 4,545 20 8,350 5,856
Proceeds from surrender of bank-owned life insurance - - 16,473 -
Sales (purchases) of FHLB stock PR N 1,259 - " (1,680) (20)
Purchases of securities — available for sale (138,855) (6,840) (232,579) (31,842)
Proceeds from sales of securities — available for sale - - 164,012 21,703
Proceeds from principal repayments/calls/maturities of .
securities — available for sale 25,761 3,936 89,021 48,947
Proceeds from principal repayments/calls/maturities of
securities — held to maturity — — 853 1,503
Net cash provided by (used in) investing
activities (153,792) 11,356 109,317 (119,481)
(continued on next page)
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CAPITAL BANK CORPORATION
CONSOLIDATED STATEMENTS OF CASH FLOWS (Continued)

Successor Predecessor
- Company Company
Jan. 29, 2011 Jan: 1, 2011 Year Year
: S i to to - Ended , Ended
(Dollars in thousands) . . v .. Dec. 31,2011 Jan. 28,2011 Dec. 31, 2010 Dec, 31, 2009.
Cash flows from financing activities: , , , ‘
(Decrease) increase in deposits, net , - (2,426) (4,960) - (34,679) 62,651
Decrease in repurchase agreements, net . - - (6,543) (8,467)
Proceeds from borrowings _ ; > - S 189,000 183,000
Principal repayments of borrowings : (30,000) (5,000) (235,000) - - (148,000)
Proceeds from issuance of subordinated debentures - o= 3,393 -
Repurchase of preferred stock - (41,279) — -
Proceeds from CBF Investment - 181,050 - -
Proceeds from issuance of common stock, net of offering o v :
costs . : o 3,814 - 5,065 . -
Dividends paid - - (2,972) ... (5,527)
Net cash prov1ded by (used m) ﬁnancmg o ce : - . :
activities , . - (28,612) 129,811 (81,736) .. 83,657
Net change in ¢ash and cash equivalents S 8 (206,092)] $ 141,510 $ 37232 $ (24,942)
Cash and cash equivalents at beginning of year 208,255 66,745 29,513 54,455
Cash and cash equivalents at end of year $ 2,163 | $ 208,255 § 66,745 $ 29,513
Supplemental Disclosure of Cash Flow Information
Noncash investing activities: .
Transfer of noncash assets to Capital Bank, NA $ 1419308 | $ -3 -3 -
Transfer of liabilities to Capital- Bank, NA - oo 1,457,413 - - -~
Equity method investment in Capital Bank, NA 232,264 - -
Transfers of loans and premises to ORE 7,573 248 18,453 15,356
Transfers of OREO to loans 857 146 - -
Transfers of securities from held to maturity to avallable
for sale - 2,822 -
Capital leases recorded in premises and other liabilities - 6,618 - - -
Cash paid for (received from):
Income taxes E $ 130 | $ -3 (2,190) $ 4,521)
Interest o : 10,706 1,531 27,219 35,364

The accompanying notes are an integral part of these consolidated financial statements.

-83-




Capital Bank Corporation — Notes to Consolidated Financial Statements

1. Summary of Significant Accounting Policies
Organization and Nature of Operations

Capital Bank Corporation is a bank holding company incorporated under the laws of North Carolina on August 10, 1998.
Prior to June 30, 2011, the Company’s primary wholly-owned subsidiary was Capital Bank (“Old Capital Bank™), a state-
chartered banking corporation that was incorporated under the laws of North Carolina on May 30, 1997 and commenced
operations.on June 20, 1997. The Company also has interests in three. trusts: Capital Bank Statutory Trust I, II, and ITI.

The Trusts were formed for the sole purpose of issuing trust preferred securities and are not consolidated with the financial
statements of the Company. The proceeds from such issuances wete loaned to the Company in exchange for the subordinated
debentures, which are the sole assets of the Trusts. A portion of the proceeds from the issuance of the subordinated debentures
were used by the Company to repurchase shares of Company common stock. The Company’s obligation under the subordinated
debentures constitutes a full and unconditional guarantee by the Company of the Trust’s obligations under the trust preferred
securities. The Trusts have no operations other than those that are incidental to the issuance of the trust preferred securities (See
Note 10 — Subordinated Debentures). '

On January 28, 2011, the Company completed the issuance and sale of 71 million shares of its common stock to CBF for
$181.1 million in cash. As a result of the CBF Investment and the Company’s rights offering on March 11, 2011, CBF currently
owns approximately 83% of the Company’s common stock. Upon closing of the CBF Investment, R. Eugene Taylor, CBF’s
Chief Executive Officer, Christopher G. Marshall, CBF’s Chief Financial Officer, and R. Bruce Singletary; CBF’s Chief Risk
Officer, were named as the Company’s CEO, CFO and CRO, respectively, and as members of the Company’s Board of Directors.
In addition, the Company’s Board of Directors was reconstituted with a combination of two existing members (Oscar A. Keller
I -and Charles F. Atkins), Messrs. Taylor, Marshall and Singletary, and two additional CBF-designated members (Peter N. Foss
and William A. Hodges):” :

"On June 30, 2011, Old Capital Bank merged with and into NAFH Bank, a national banking association, with NAFH Bank as the
surviving entity. In connection with the Bank Merger, NAFH Bank changed its name to Capital Bank, National Association
(“Capital Bank, NA” and the “Bank”). On September 7, 2011, CBF acquired a controlling interest in Green Bankshares, and merged
its banking subsidiary, GreenBank, with and into Capital Bank, NA. Following the GreenBank merger, the Company now owns
approximately 26% of Capital Bank, NA, with CBF having a direct ownership of 19%, TIB Financial owning 21%, and Green -
Bankshares owning the remaining 34%. CBF is the owner of approximately 94% of TIB Financial’s common stock and
approximately 90% of Green Bankshares’ common stock.

CBF Investment

On January 28, 2011, the Company completed the issuance and sale of 71 million shares of its common stock to CBF for
$181.1 million in cash. In connection with the CBF Investment, each Company shareholder as of January 27, 2011 received one
contingent value right per share (“CVR) that entitles the holder to receive up to $0.75 in cash per CVR at the end of a five-year
period based on the credit performance of Old Capital Bank’s then existing loan portfolio. Also in connection with the CBF _
Investment, the Company’s Series A Preferred Stock and warrant to purchase shares of common stock issued by the Company to
the U.S. Treasury in connection with the Troubled Asset Relief Program (“TARP”) were repurchased.

Pursuant to the CBF Investment, shareholders as of January 27, 2011 received non-transferable rights to purchase a number
of shares of the Company’s common stock proportional to the number of shares of common stock held by such holders on such
date, at a purchase price equal to $2.55 per share, subject to certain limitations. The Company issued 1,613,165 shares of common
stock in exchange for $4.1 million upon completion of the Rights Offering on March 11, 2011. Direct offering costs of $300
thousand were recorded as a reduction to the proceeds of the Rights Offering.

Also in connection with the closing of the CBF Investment, the Company amended its Supplemental Executive Retirement
Plan (the “Executive Plan” or “SERP”) to waive, with respect to unvested amounts only, any change in control provision and
corresponding entitlement to change in control benefits that would otherwise be triggered by the CBF Investment or any
subsequent transaction or series of transactions that result in an affiliate of CBF holding the Company’s outstanding voting
securities or total voting power. On January 28, 2011, the Company received written waivers from each of the participants in the
Executive Plan pursuant to which such executives waived the previously described change in control benefits under the SERP and
the accelerated vesting of their outstanding unvested Company stock options in connection with the transactions contemplated by
the CBF Investment. Cash payments made to participants in the Executive Plan upon change in control related to vested benefits
totaled $1.1 million. The Supplemental Retirement Plan for Directors was not amended, and cash payments made to participants
upon change in control pursuant to terms of this plan totaled $3.2 million.
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Capital Bank Corporation — Notes to Consolidated Financial Statements

Push-down accounting is required in purchase transactions that result in an entity becoming substantially wholly owned.
Push-down accounting is required if 95% or more of the company has been acquired, permitted if 80% to 95% has been acquired,
and prohibited if less than 80% of the company is acquired. The Company determined push-down accounting to be appropriate
for this transaction, and as such, has applied the acquisition method of accounting due to CBF’s acquisition of 85% of the
Company’s outstanding common stock on January 28, 2011.

Bank Mergers

On June 30, 2011, Old Capital Bank, formerly a wholly-owned subsidiary of the Company, merged with and into NAFH Bank,
a national banking association, with NAFH Bank as the surviving entity. In connection with the Bank Merger, NAFH Bank changed
its name to Capital Bank, NA. On September 7, 2011, CBF acquired a controlling interest in Green Bankshares and merged its
banking subsidiary, GreenBank, with and into Capltal Bank, NA. Following the GreenBank merger, Capital Bank, NA is now owned
by the Company, CBF, TIB Financial Corp. and Green Bankshares. CBF is the owner of approximately 83% of the Company’s
common stock, approximately 94% of TIB Financial’s common stock and approximately 90% of Green Bankshares’ common stock.

Capital Bank, NA (formerly NAFH Bank) was formed on July 16, 2010 in connection with the purchase and assumption of
assets and deposits of three banks — Metro Bank of Dade County (Miami, Florida), Turnberry Bank (Aventura, Florida) and First
National Bank of the South (Spartanburg, South Carolina) — from the Federal Deposit Insurance Corporation (the “FDIC”) and is a
party to loss sharing agreements with the FDIC covering the large majority of the loans it acquired from the FDIC. On April 29,
2011, Capital Bank, NA. merged with, TIB Bank, then a wholly-owned subsidiary of TIB Financial.

The Bank Merger occurred pursuant to the terms of an Agi‘eement of Merger entered into by and between Old Capital Bank and
Capital Bank, NA, dated as of June 30, 2011. In the Bank Merger, each share of Old Capital Bank common stock was converted into .
the right to receive shares of Capital Bank, NA common stock based on each entity’s relative tangible book value on March 31,

2011. Following the GreenBank merger, the Company now, owns approximately 26% of Capital Bank, NA, with CBF having a
direct ownership of 19%, TIB Financial owning 21%, and Green Bankshares owning the remaining 34%. As of December 31, 2011,
Capital Bank, NA operated 143 branches in Florida, North Carolina, South Carolina, Tennessee and Virginia and had total assets of
$6.5 billion, total deposits of $5.1 billion and shareholders’ equity of $939.8 million.

The Bank Merger the precedmg merger of TIB Bank and Capital Bank NA and the succeedmg merger of GreenBank and
Capital Bank, NA were restructuring transactions between commonly-controlled entities. At the time of the Bank Merger, due to
the deconsolidation of Old Capital Bank, the balance of accumulated other comprehensive income was reclass1ﬁed to common
stock within shareholders’ equity. Immediately following the Bank Merger, on June 30, 2011, CBF, the Company and TIB
Financial made cash contributions of additional capital to Capital Bank, NA of $4.7 million, $6.1 million and $5.2 million,
respectively, in proportion to their respective ownership interests in Capital Bank, NA. On September 30, 2011, the Company
made a $10.0 million contribution of additional capital to Capital Bank, NA in exchange for additional shares of Capital Bank,
NA. These capital contributions were made to, prov1de additional capital support for the general business operations of Capital
Bank, NA. . . v

The Company reports its investment in Capital Bank, NA on the Consolidated Balance Sheet as an equity method investment
in that entity. As of December 31, 2011 (Successor), the Company’s investment in Capital Bank, NA totaled $243.7 million, .
which reflected the Company’s pro rata ownership of Capital Bank, NA’s total shareholders’ equity. The Company also had an
advance to Capital Bank, NA totaling $3.4 million as of December 31, 2011 (Successor). In the successor period from June 30,
2011 to December 31, 2011, the Company increased the equity investment balance by $4.0 million based on its equity in Capital
Bank, NA’s net income and increased the equity investment balance by $771 thousand based on its equity in Capital Bank, NA’s
other comprehensive income. ' : .
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Capital Bank Corporation — Notes to Consolidated Financial Statements

The following table presents summarized financial information for the Company’s equity method investee, Capital Bank,

NA:

Jun. 30, 2011

. to

Capital Bank, NA Dec. 31, 2011
(Dollars in thousands)
Interest income : : $ - 137,508
Interest expense . ‘ , .. 17,810
Net interest income ' : 119,698
Provision for loan losses : , ' : , " - 28,636
Noninterest income : . : - 28,710
Noninterest expense - : - 97,754

Net income $ 13,984
Consolidation

The consolidated financial statements include the accounts of the Company and its wholly-owned subsidiaries. All
significant intercompany accounts and transactions have been eliminated in consolidation: Assets'held by the Company in trust
are not assets of the Company and are not included in the consolidated financial statements.

Use of Estimates in the Preparation of Financial Statements

The preparation of consolidated financial statements in conformity with accounting principles generally accepted in the
United States (“U.S. GAAP”) requires management to make estimates and assumptions that affect the reported amounts of assets
and liabilities, and disclosure of contingent assets and liabilities, at the date of the consolidated financial statements, and the
reported amounts of revenues and expenses during the reporting period. The more significant estimates that ate particularly
susceptible to significant change relate to the determination of the allowance for loan losses, other-than-temporary impairment on
investment securities, deferred tax asset valuation allowances, and impairment of long-lived assets. Actual results could differ
from those estimates. Due to the CBF Investment, the Company has added an accounting policy related to purchased credit-
impaired loans, and due to the Bank Merger, the Company has added an accounting policy related to its equity method
investment in Capital Bank, NA.

Cash and Cash Equivalents

Cash and cash equivalents include cash on deposit with Capital Bank, NA, demand and time deposits (with original
maturities of 90 days or less) at other high quality financial institutions, federal funds sold and other short-term investments.
Generally, federal funds are purchased and sold for one-day periods.

Investment Securities

Investments in certain securities are classiﬁed into three categories and accounted for as follows:

* Held to Maturity — Debt securities that the institution has the positive intent and ab111ty to hold to maturlty are classified
as held to maturity and reported at amortized cost; or

+ Trading Securities — Debt and equity securities that are bought and held principally for the purpose of selling in the near
term are classified as trading securities and reported at fair value, with unrealized gains and losses included in earnings;
or

* Auvailable for Sale — Debt and equity securities not classified as either held-to-maturity securities or trading securities are
classified as available-for-sale securities and reported at fair value, with unrealized gains and losses reported as other
comprehensive income, a separate component of shareholders’ equity.

The initial classification of securities is determined at the date of purchase. Gains and losses on sales of investment securities,
computed based on specific identification of the adjusted cost of each security, are included in noninterest income at the time of
the sales. Premiums and discounts on debt securities are recognized in interest income using the level interest yield method over
the period to maturity, or when the debt securities are called.
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At each reporting date, the Company evaluates each held to-maturity and available for sale investment security in a loss-
position for other-than-temporary impairment (“OTTI”). The review includes an analysis of the facts and circumstances of each
individual investment such as (1) the length of time and the extent to which the fair value has been below cost, (2) changes in the
earnings performance, credit rating, asset quality, or business prospects of the issuer, (3) the ability of the issuer to make principal-
and interest payments, (4) changes in the regulatory, economic, or technological environment of the issuer, and (5) changes in the
general market condition of either the geographrc area or 1ndustry in which’ the issuer operates

Regardless of these factors, if the Company has developed a plan to sell the security orit is likely that the Company will be
forced:-to-sell the security in the near future, then the impairment is considered other-than-temporary and the carrying value of the
security is permanently written down to the current fair value with the difference between the new carrying value-and the
amortized cost charged to earnings: If the Company does not intend to sell the security and it is not more likely than not that the
Company will be required to sell the security before recovery of its amortized cost basis less any current period credit loss, the
other-than-temporary impairment is separated into the following: (1) the amount representing the credit loss and (2) the amounit
related to all other factors. The amount of the total other-than-temporary impairment related to the credit loss is recognized in -
earnings, and the amount of the total other-than-temporary impairment related to other factors is recognized in other ‘
comprehensrve income, net of apphcable taxes.

Other investments pnmanly mclude F ederal Home Loan Bank of Atlanta (“FHLB”) stock, whlch does not have a read1ly
determinable fair value because its ownership-is restr:cted and lacks a market for trading. This investment is carried at cost and is
periodically evaluated for lrnpamnent

Due to the Bank Merger, the Company reported no investment secuntles on its Consolidated Balance Sheét as of December ’
31,2011 (Successor) ' : : :

Equity Method Investment

Noncontrolling investments that give the Company the ability to influence the operating or financial decisions of the investee
are accounted for as equity method investments. An investment (direct or indirect) of 20 percent or more of the voting stock of an
investee generally indicates that the ability to exercise significant influence over an investee. The carrying amount of an equity
method investment is adjusted based on the Company’s share of the earnings or losses of the investee after the date of investment
and those recognized earnings or losses are reported:as a component of noninterest income. In addition, the Company’s
proportionate share of the‘investee’s equity adjustments for other comprehensive income are recorded as increases or decreases to
the investment account Wrth correspondlng adJustments in equrty

Mortgage Loans Held for Sale

Loans originated and intended for sale in the secondary market are:carried at the lower of cost or estimated fair value. The
fair values of mortgage loans held for sale are based on commitments on hand from investors within the secondary market for
loans with similar charactenstrcs Net unreahzed losses, if any, are recognlzed through a valuation allowance by charges to
income. \ » ;

Due to the Bank Merger the Company reported no mortgage loans held for sale on its Consohdated Balance Sheet as of
December 31, 2011 (Successor).

Loans

Loans are stated at the amount of unpaid principal, net of any unearned income, charge-offs, net deferred loan origination
fees and costs, and unamortized premiums or discounts. Interest on loans is calculated by using the simple interest method on
daily balances of the pnncrpal amount outstanding: Deferred loan fees'and costs-are amortized to mterest income over the
contractual life of the loan using the level interest yield method. '

For disclosures regarding the credit quality of loans and the allowance for loan losses, the loan portfolio is disaggregated into
segments and then further disaggregated into classes. A portfolio segment is defined as the level at which an entity develops and
documents a systematic method for determining its allowance for credit losses. A class is generally determined based on the
initial measurement attribute (i.e. amortized cost or purchased credit impaired), risk characteristics of the loan, and an entity’s
method for monitoring and assessing credit risk."Commercial loan portfolio segments include commercial real estate (“CRE”),
commercial-and industrial (“C&I”), and other loans, which includes agricultural and municipal loans. Classes within CRE include
CRE - construction and land development, CRE — non-owner occupied, and CRE — owner occupied. Consumer loan portfolio -
segments include consumer real estate and other consumer loans. Classes within consumer real estate mclude residential -
mortgage and home equity lines of credit. : :
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Due to the Bank Merger, the Company reported no loans on its Consolidated Balance Sheet as of December 31, 2011
(Successor). . . , . ’ o

Purchased Credit—limpaire(‘iv Loans ‘

Loans acquired in a transfer, including business combinations and transactions similar to the CBF Investment, where there is
evidence of credit deterioration since origination and it is probable at the date of acquisition that the Company will not collect all
contractually required principal and interest payments, are accounted for under accounting guidance for purchased credit-
impaired (“PCL”) loans. This.guidance provides that the excess, of the cash flows initially expected to be collected over the fair
value of the loans at the acquisition date (i.e., the accretable yield) is accreted into interest income over the estimated remaining
life of the purchased credit-impaired loans using the effective yield method, provided that the timing and amount of future cash
flows is reasonably estimable. Accordingly, such loans are not classified as nonaccrual and they are considered to be accruing
because their interest income relates to the accretable yield recognized under accounting for purchased credit-impaired loans and
not to contractual interest payments. The difference between the contractually required payments and the cash flows expected to
be collected at acquisition, considering the impact of prepayments, is referred to as the nonaccretable difference. -

Subsequent to acquisition, estimates of cash flows expected to be collected are updated each reporting period based on
updated assumptions regarding default rates, loss severities, and other factors that are reflective of current market conditions. If
the Company has probable decreases in cash flows expected to be collected (other than due to decreases in interest rate indices),
the Company charges the provision for credit losses, resulting in an increase to the allowance for loan losses. If the Company has
probable and significant increases in cash flows expected to be collected, the Company will first reverse any previously
established allowance for loan losses and then increase interest income as a prospective yield adjustment over the remaining life
of the pool of loans. The impact of changes in variable interest rates is recognized prospectively as adjustments to interest
income. The accounting pools of acquired loans are defined as of the date of acquisition of a portfolio of loans and are comprised
of groups of loans with similar collateral types and risk. ' ’

Due to the Bank Merger, the Company had no purchase credit-impaired loans as of December 3 1, 2011 (Successor).
Nonperforming Assets and Impair.ed Loans |

Loans are considered past due when the contractual amounts due with respect to principal and interest are not received within
30 days of the contractual due date. Loans are generally.classified as nonaccrual if they are past due for a period of more than 90 |
days, unless such loans are well secured and in the process of collection. If a-loan or a portion of a loan is classified as doubtful or
as partially charged off, the loan is generally classified as nonaccrual. Loans that are on a current payment status or past due less
than 90 days may also be classified as nonaccrual if repayment in full of principal and/or interest is in doubt. Loans may be
returned to accrual status when all principal and interest amounts contractually due (including arrearages) are reasonably assured
of repayment within an acceptable period of time, and thereds a sustained period of repayment performance of interest and:
principal by the borrower in accordance with the contractual terms. : .

While a loan is classified as nonaccrual and the future collectability of the recorded loan balance is doubtful, collections of
interest and principal are generally applied as a reduction to the principal outstanding, except in the case of loans with scheduled
amortizations where the payment is generally applied to the oldest payment due. When the future collectability of the recorded
loan balance is expected, interest income may be recognized on a cash basis. In the case where a nonaccrual loan had been
partially charged off, recognition of interest on a cash basis is limited to that which would have been recognized on the recorded
loan balance at the contractual interest rate. Receipts in excess of that amount are recorded as recoveries to the allowance for loan
losses until prior charge-offs have been fully recovered.

Assets acquired as a result of foreclosure are recorded at estimated fair value in other real estate. Any excess of cost over
estimated fair value at the time of foreclosure is charged to the allowance for loan losses. Valuations are periodically performed
on these properties, and any subsequent write-downs are charged to noninterest expense. Routine maintenance and other holding
costs are included in noninterest expense.

A loan is classified as a troubled debt restructuring (“TDR”) by the Company when certain modifications are made to the
loan terms and concessions are granted to the borrowers.due to financial difficulty experienced by those borrowers. The Company
only restructures loans for borrowers in financial difficulty that have designed a viable business plan to fully pay off all
obligations, including outstanding debt, interest, and fees, either by generating additional income from the business or through
liquidation of assets. Generally, these loans are restructured to provide the borrower additional time to execute upon their plans.
The Company grants concessions by (1) redyction of the stated. interest rate for the remaining original life of the debt or 2)
extension of the:maturity date at a stated interest rate lower than the current market rate for new debt with similar risk. The
Company does not generally grant concessions through forgiveness of principal or accrued interest.
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- Restructured loans where a concession has been granted through extension of the maturity date generally include extension
of payments in an interest only period, extension of payments with capitalized interest and extension of payments through a
forbearance agreement. These éxtended payment terms are also combined with a reduction of the stated interest rate in certain
cases. In situations where a TDR is unsuccessful and the bortower is unable to follow through with terms of the restructured
agreement, the loan is placed on nonaccrual status and continues to be written down to the underlying collateral value.

The Company s policy w1th respect to accrual of interest on loans restructured ina TDR follows relevant supervisory
guidance. That is, if a borrower has demonstrated performance under the previous loan terms and shows capacity to perform
under the restructured loan terms, continued accrual of interest at the restructured interest rate is likely. If a borrower was
materially delinquent on payments prior to the restructuring but shows the capacity to meet the restructured loan terms, the loan
will likely continue as nonaccrual going forward. Lastly, if the botrower does not perfonn under the restructured terms, the loan is
placed on nonaccrual status. The Company closely monitors these loans and ceases accruing interest on them if management
believes that the borrowers may not continue performing based on:the restructured note teims. If a loan is restructured a second
time, after previously being classified-as a TDR, that loan is automatically placed onnonaccrual status. The Company’s policy
with respect to nonperforming loans requires the borrower to make-a minimum-of six consecutive payments in accordance with
the loan terms before that loan can be placed back on accrual status. Further, the borrower miust show capacity to continue
performing into the future prior to restoration of accrual status.

Due to the Bank Merger, the Company had no nonperforming assets or impaired loans as of December 31, 2011 (Successor).
Allowance for Loan Losses

The allowance for loan losses is established through a provision for loan losses charged to expense. Loans are charged
against the allowance for loan losses when management beliéves that the collectability of principal is unlikely. Subsequent
recoveries, if any, are credited to the allowance. The allowance for loan losses represents management’s best estimate of probable
credit losses that are inherent in the loan portfolio at the balance sheet date and is determined by management through at least
quarterly evaluations of the loan portfolio.

The allowance calculation consists of reserves on loans individually evaluated for impairment and reserves.on loans -
collectively evaluated for impairment. A loan is considered impaired; based on current information and events, if it is probable
that the Company will be unable to collect the scheduled payments of principal and interest-when due according to the contractual
terms of the loan agreement. Reserves, or charge-offs, on individually impaired loans that are collateral dependent are based on: -
the fair value of the underlying collateral while reserves; or .charge-offs, on loans that are not cellateral dependent are based on
either an observable market price, if available, or the present value of expected future cash flows discounted at the historical -
effective interest rate. Management evaluates loans that are classified as doubtful, substandard or special mention to determine
whether or not they are individually impaired. This evaluation includes several factors; including review of the loan payment
status and the borrower’s financial condltlon and operatlng results such as cash ﬂows, operating mcome or.loss, etc.

Reserves on loans collectlvely evaluated for 1mpa1rment are determmed by applying loss rates.to pools of loans that are
grouped according to loan collateral type and credit risk. Loss rates are based on the Company s h1stoncal loss expenence in each
pool and management’s consideration of the following environmental factors: .

« Levels of and trends in delinquencies, impaired loans and classified assets;

» Levels of and trends in charge-offs and recoveries;

¢ Trends in nature, volum,e and terms,of loans;-

. Ex1stence of and changes jiil portfoho concentrations by product type and geograph1ca1 locatlon "
. Changes in natlonal reglonal and local economic condltlons

. Changes in the experience, ability and )depth of lending nlanagement; -

» Changes in the quality of the loan review system; and

o The effect of other external factors such as legal and regulatory requirements.
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The evaluation of the allowance for loan losses is inherently subjective, and management uses the best information available
to establish this estimate. However, if factors.such as economic conditions differ substantially from assumptions, or if amounts
and timing of future cash flows expected to be received on impaired loans vary substantially from the estimates, future .
adjustments to the allowance for loan losses may be necessary. In addition, various regulatory agencies, as an integral part of their
examination process, periodically review the Company’s allowance for:loan losses. Such-agencies may require the Company to
recognize additions to the allowance for loan losses based on their judgments about all relevant information available to them at
the time of their examination. Any adjustments to original estimates are made in the period in which the factors and other :
considerations indicate that adjustments to the allowance for loan losses are necessary

Due to the Bank Merger, the Company reported no allowance for loan losses on its Consolidated Balance Sheet asof -
December 31, 2011 (Successor) '

In the successor period prior to the Bank Merger, allowance for loans losses were established through a provision for loan
losses charged to expense, and reflected estimated losses, inherent in loans originated subsequent to the CBF investment date,
estimated impairment related to probable-decreases in cash flows expected to be collected on certain purchase credlt-lmparred
loan pools, and losses on.acquired non-PCI loans. . : :

Bank-Owned Life Insurance

The Company has purchased life insurance policies on certain key employees and directors. These policies are recorded in
other assets at their cash surrender value, or the amount that can be realized. Income from these policies and changes in the net
cash surrender value are recorded in noninterest income.

Due to the Bank Merger the Company reported no bank-owned 11fe insurance on its Consolidated Balance Sheet-as of
December 31, 2011 (Successor). : :

Premlses and Equlpment

Premises and equipment are stated at cost less accumulated depreciation and amortization. Depreciation and amortization are
" computed by the straight-line method based on estimated service lives of assets. Useful lives range from 3 to 10 years for
furniture and equipment, and 10 to 40 years for buildings. The cost.of leasehold improvements is being amortized using the
straight-line method over the terms of the related leases. Repairs and maintenance are charged to expense as incurred. Upon.
disposition, the asset and related accumulated depreciation and/or amortlzatlon are relieved, and any gains or losses are reflected
in earnings.

Long-lived assets are reviewed for impairment whenever events or changes in circumstances indicate that the carrying value
may not be recoverable. An impairment loss is recognized if the sum of the undiscounted future cash flows is less than the
carrying amount of the asset. Assets to be disposed of are transferred to other real estate owned and are reported at the lower of
the carrying amount or fair value less costs to sell. v

Due to the Bar]k Merger, the Company reported no premises and equipment on its Consolidated Balance Sheet as of
December 31, 2011 (Successor).

Goodwill and Other Intangible Assets

Goodwill represents the cost in excess of the fair value of net assets acquired (including identifiable intangibles) in
transactions accounted for as business combinations. Goodwill has an indefinite useful life and is evaluated for impairment
annually, or more frequently if events and circumstances indicate that the asset might be impaired. An impairment loss is
recognized to the extent that the carrying amount exceeds thie asset’s fair value. The goodwill impairment analysis is a two-step
test. The first, used to identify potential impairment, involves comparing each reporting unit’s estimated fair value to its carrying
value, including goodwill If the estimated fair value of a reporting unit exceeds its carrying value, goodwill is considered not to
be impaired. If the carrying value exceeds estimated fair value, there is an 1nd1cat10n of potentlal 1mpa1rment and the second step
is performed to measure the amount of impairment. : :

-90-



Capital Bank Corporation — Notes to Consolidated Financial Statements

If required, the second step involves calculating an implied fair value of goodwill for each reporting unit for which the first
step indicated impairment. The implied fair value of goodwill is determined in a manner similar to the amount of goodwill
calculated in a business combination, by measuring the excess of the estimated fair value of the reporting unit, as determined in
the first step, over the aggregate estimated fair values of the individual assets, liabilities and identifiable intangibles as if the
reporting unit was being acquired in a business combination. If the 1mphed fair value of goodwill exceeds the carrying value of
goodwill assigned to the reporting unit, there is no impairment. If the carrying value of goodwill assigned to a reporting unit
exceeds the implied fair value of the goodwill, an impairment charge is recorded for the excess.

Other intangible assets include premiums paid for acquisitions of core deposits and other identifiable intangible assets.
Intangible assets other than goodwﬂl which are determined to have finite lives, are amortized based upon the estimated economic
benefits received.

Due to the Bank Merger, the Company reported no goodwﬂl or other mtanglble assets on its Consolidated Balance Sheet as
of December 31, 2011 (Successor).

Income Taxes

Deferred tax asset and liability balances are determined by application to temporary differences of the tax rate expected to be
in effect when taxes will become payable or receivable. Temporary differences are differences between the tax basis of assets and
liabilities and their reported amounts in the consolidated financial statements that will result in taxable or deductible amounts in
future years. The effect of a change in tax rates on deferred taxes is recognized in income in the period that includes the
enactment date. A tax position is recognized as a benefit only if it is more likely than not that the tax position would be sustained
in a tax examination, with a tax examination being presumed to occur. The amount recognized is the largest amount of tax
benefit that is greater than 50% likely of being realized on examination. For tax positions not meetlng the “more likely than not”
test, no tax benefit is recorded. . : '

A valuation allowance is recorded for deferred tax assets if the Company determines that it is more likely than not that some
portion or all of the deferred tax assets will not be realized. In future periods, the Company may be able to reduce some or all of
the valuation allowance upon a determination that it will be able to realize such tax savings.

Derivative Instruments

The Company uses derivative instruments to manage and mitigate interest rate risk, to facilitate asset and liability
management strategies, and to manage other risk exposures. A derivative is a financial instrument that derives its cash flows, and
therefore its value, by reference to an underlying instrument, index, or referenced interest rate.

Derivatives are recorded on the consolidated balance sheet at fair value. For fair value hedges, the change in the fair value of
the derivative and the corresponding change in fair value of the hedged risk in the underlying item being hedged are accounted for
in earnings. Any difference in these two changes in fair value results in hedge ineffectiveness that results in a net impact to
earnings. For cash flow hedges, changes in the fair value of the derivative are, to the extent that the hedging relationship is
effective, recorded as other comprehensive income and subsequently recognized in earnings at the same time that the hedged item
is recognized in earnings. Any portion of a hedge that is ineffective is recogmzed immediately as other noninterest income or
expense.

Derivative contracts are written in amounts referred to as notional amounts. Notional amounts only provide the basis for
calculating payments between counterparties and do not represent amounts to be exchanged between parties and are not a
measure of financial risk. Like other financial instruments, derivatives contain an element of credit risk, which is the possibility
that the Company will incur a loss because a counterparty fails to meet its contractual obligations. Potential credit losses are
minimized through careful evaluation of counterparty credit standing, selection of counterparties from a limited group of high
quality institutions, and other contract provisions.

Due to the Bank Merger, the Company had no derivative instruments as of December 31, 2011 (Successor).
Advertising Costs

The Company expenses advertising costs as they are incurred and advertising communications costs the first time the
advertising takes place. The Company may establish accruals for committed advertising costs as incurred.
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Stock-Based Compensation

Compensation cost is recognized for stock options and restricted stock awards issued to employees in addition to stock
issued through a deferred compensation plan for non-employee directors. Compensation cost is measured as the fair value of
these awards on their date of grant. A Black-Scholes option pricing model is utilized to estimate the fair value of stock options,
while the market price of the Company’s common stock at the date of grant is used as the fair value of restricted stock awards.
Compensation cost is recognized over the required service period, generally defined as the vesting period for stock options
awards and as the restriction period for restricted stock awards.

Option pricing models require the use of highly subjective assumptions, including expected stock volatility, which if
changed can materially affect fair value estimates. The expected life of options used in the option pricing model is the period the
options are expected to remain outstanding. Expected stock price volatility is based on the historical volatility of the Company’s
common stock for a period approximating the expected life of the option, the expected dividend yield is based on the Company’s
historical annual dividend payout, and the risk-free rate is based on the implied yield available on U.S. Treasury issues.

Fair Value Measurements

Fair value is defined as the exchange price that would be received to sell an asset or paid to transfer a liability in the principal
or most advantageous market for the asset or liability in an orderly transaction between market participants on the measurement
date. The Company follows the fair value hierarchy which gives the highest priority to quoted prices in active markets
(observable inputs) and the lowest priority to the. management’s assumptions (unobservable inputs) For assets and liabilities
recorded at fair value, the Company’s policy is to maximize the use of observable 1nputs and minimize the use of unobservable
inputs when developing fair value measurements :

The Company utilizes fair value measurements to record fair value adjustments to certain assets and liabilities and to
determine fair value disclosures. Available-for-sale investment securities and derivatives are recorded at fair value on a recurring
basis. Additionally, the Company may be required to record at fair value other assets on a nonrecurring basis, such as loans held
for sale, impaired loans and certain other assets. These nonrecurring fair value adjustments typically involve appllcatlon of lower
of cost or market accounting or write-downs of individual assets.

The Company groups assets and liabilities at fair value in three levels, based on the markets in which the assets and liabilities
are traded and the reliability of the assumptions used to determine fair value. An adjustment to the pricing method used within
either Level 1 or Level 2 inputs could generate a fair value measurement that effectively falls to a lower level in the hierarchy.
These levels are described as follows:

* Level 1 — Valuations for assets and liabilities traded in active exchange markets.

» Level 2 — Valuations for assets and liabilities that can be obtained from readily available pricing sources via independent
providers for market transactions involving similar assets or liabilities. The Company’s principal market for these
securities is the secondary institutional markets, and valuations are based on observable market data in those markets.

» Level 3 — Valuations for assets and liabilities that are derived from other valuation methodologies, including option
pricing models, discounted cash flow models and similar techniques, and not based on market exchange, dealer, or broker
traded transactions. Level 3 valuations incorporate certain assumptions and projections in determining the fair value
assigned to such assets or liabilities.

The determination of where an asset or liability falls in the fair value hierarchy requires significant judgment. The Company
evaluates its hierarchy disclosures at each reporting period and based on various factors, it is possible that an asset or liability may
be classified differently from quarter to quarter. However, the Company expects changes in classifications between levels will be
rare.

Earnings (Loss) per Common Share

Basic earnings (loss) per common share (“EPS”) excludes dilution and is computed by dividing net income (loss) attributable
to common shareholders by the weighted average number of common shares outstanding for the period. Diluted EPS assumes the
conversion, exercise or issuance of all potential common stock instruments, such as stock options and warrants, unless the effect
is to reduce a loss or increase earnings. Basic EPS is adjusted for outstanding stock options and warrants using the treasury stock
method in order to compute diluted EPS.
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The calculation of basic and diluted EPS was based on the following for each period presented:

Successor Predecessor
" Company : Company
Jan. 29,2011 '} Jan. 1, 2011 Year Year
to - to Ended Ended

Dec. 31, 2011

(Dollars in thousands except per share data)

Jan. 28,2011 Dec. 31,2010 Dec. 31, 2009

(9,168)

Net loss attributable to common shareholders $ 5,267 | $ (265) $ (63,821) §
Shares used in the computation of earnings per share:
Weighted average number of shares outstanding — basic y 85,649,203 13,188,612 12,810,905 11,470,314
Incremental shares from assumed exercise of stock options — — — —
Weighted average number of shares outstanding — diluted 85,649,203 13,188,612 12,810,905 11,470,314
Earnings (loss) per common share — basic $ 0.06]|$% (0.02) $ (4.98) $ (0.80)
Earnings (loss) per common share — diluted $ 0.06 | $ 0.02) $ (4.98) $. (0.80)

Weighted average anti-dilutive stock options and warrants and unvested restricted shares excluded from the computation of

diluted earnings per share for each period presented are as follows:

Successor. Predecessor
Company Company
Jan. 29, 2011 Jan. 1, 2011 Year Year
to to Ended - Ended

Dec. 31, 2011

Anti-dilutive stock options . 193,600

Anti-dilutive warrants -

Comprehensive Income (Loss)

Jan. 28,2011 Dec. 31,2010 Dec. 31, 2009

297,880
749,619

297,880
749,619

366,583
749,619

Comprehensive income (loss) represents the change in the Company’s equity during the period from transactions and other
events and circumstances from non-owner sources. Total comprehensive income (loss) consists of net income (loss) and other
comprehensive income (loss). The Company’s other comprehensive income (loss) and accumulated other comprehensive income
(loss) are comprised of unrealized gains and losses on certain investments in debt securities, and in prior years, derivatives that

qualified as cash flow hedges to the extent that the hedge was effective.

The Company’s other comprehensive income (loss) was as follows for each period presented:

Successor Predecessor
Company Company
Jan. 29, 2011 Jan. 1, 2011 Year Year”
to to . Ended Ended

(Dollars in thousands) Dec. 31, 2011

Jan. 28,2011 Dec. 31,2010 Dec. 31,2009

Unrealized gains (losses) on securities — available for sale $ 8,633 $ (528) % (8,560) $ 8,220
Unrealized gain (loss) on cash flow hedge , - - - (3,151)
Amortization of prior service cost on SERP » 0 1 8 46)
Income tax effect ‘ (3,367) 204 3,300 (1,954)
Other comprehensive income (loss) $ 5266| $ (323) $ (5,252) $ 3,069
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Segment Information

Operating segments are components of an enterprise about which separate financial information is available that is evaluated
regularly by the chief operating decision maker in deciding how to allocate resources and in assessing performance. The
Company has determined that it has one significant operating segment, which is the providing of general commercial banking and
financial services to individuals and businesses primarily in the southeastern region of the United States. The Company’s various
products and services are those generally offered by community banks, and the allocation of its resources is based on the overall
performance of the institution versus individual regrons branclies or products and services.

Reclassiﬁcations

Certain amounts prevrously reported have been reclassified to conform to the current year’s presentation. These
reclassifications impacted certain noninterest income and noninterest expense items and had no effect on total assets, net income,
or shareholders’ equity prevrously reported The noninterest income and noninterest expense reclassifications were made in-an
effort to more clearly disclose certain elements in the Consolidated Statements of Operations.

Current Accounting i)evelopments

In September 2011, the Financial Accounting Standards Board (the “FASB”) issued Accounting Standards Update (“ASU”)
No. 2011-08, Intangibles — Goodwill and Other (Topic 350): Testing Goodwill for Impairment (“ASU 2011-08”). ASU 2011-08
amended guidance on the annual goodwill impairment test performed by the Company. Under the amended guidance, the
Company will have the .option to first assess qualitative factors to determine whether it is necessary to perform a two-step
1mpa1rment test. If the Company believes, as a result of the qualitative assessment, that it is more likely than not that the fair value
of a reporting unit is less than the carrying value, the quantitative impairment test is required. If the Company believes the fair
value of a reporting unit is greater than the carrying value, no further testing is required. A company can choose to perform the
qualitative assessment on some or none of its reporting entities. The amended guidance includes examples of events and
circumstances that might indicate that a reporting unit’s fair value is less than its carrying amount. These include macro-economic
conditions such as deterioration in the entity’s operating environment, entity-specific events such as declining . financial
performance, and other events such as an expectation that a reporting unit will be sold. The amended guidance is effective for
annual and interim goodwill impairment tests performed for fiscal years beginning after December 15, 2011. However, an entity
can choose to early adopt even if its annual test date is before the issuance of the final standard, provided that the entity has not
yet performed its 2011 annual impairment test or issued its financial statements. The adoption of ASU 2011-08 will not have an
impact on the Company’s consolidated financial condition or results of operations.

In June 2011 the FASB issued ASU No. 2011- 05, Presentatton of Comprehensive Income to amend FASB Accountmg
Standards Codification (“ASC”) Topic 220, Comprehensive Income. The amendments in this update eliminate the option to
present components of other comprehensive income as part of the statement of changes in stockholders’ equity and will require
them to be presented either in a single continuous statement of comprehensive income or in two separate but consecutive
statements. The single statement format would include the traditional income statement .and the components and total other .
comprehensive income as well as total comprehensive income. In the two statement approach, the first statement would be the
traditional income statement which would immediately be followed by a separate statement which includes the components of
other comprehensive income, total other comprehensive income and total comprehensive income. The amendments in this update
are to be applied retrospectively and are effective for the first interim or annual period beginning after December 15, 2011.
Management does not believe that adoption of this update will have a material impact on the Company’s financial position or
results of operat1ons

In May 2011, the FASB issued ASU 2011-04, Amendments to Achieve Common Fair Value Measurement and Disclosure
Requirements in U.S. GAAP and IFRSs, to amend ASC Topic 820, Fair Value Measurement. The amendments in this update
result in common fair value measurement and disclosure requirements in GAAP and IFRS. Some of the amendments clarify the
application of existing fair value measurement requirements and others change a particular principle or requirement for measuring
fair value or for disclosing information about fair value measurements. Many of the previous fair value requirements are not
changed by this standard. The amendments in this update are to be applied prospectively and are effective during interim and
annual periods beginning after December 15, 2011. Management does not believe that adoption of this update will have a material
impact on the Company’s financial position or results of operations.
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In April 2011, the FASB issued ASU 2011-2, 4 Creditor’s Determination of Whether a Restructuring is a Troubled Debt
Restructuring, to amend ASC Topic 320, Receivables. The ameéndments in this update clarify the guidance on a creditor’s
evaluation of whether it has granted a concession and whether a borrower is experiencing financial difficulties. The amendments
in this update are effective for the first interim or-annual period beginning on or after June 15,2011, and should be applied
retrospectively to the beginning of the annual period of adoption. This update also indicates that companies should disclose the
information regarding troubled debt restructurings required by paragraphs 310-10-50-33 through 50-34, which was deferred by
ASU 2011-01, Deferral of the Effective Date of Disclosures about Troubled Debt Restructurings in Update No. 2010-20, for
interim ‘and annual periods beginning on-or after June 15, 2011. Adoption of this update ‘did not have a material impact on the
Company’s financial posrtron or results of operatlons :

In January 2011, the Financial Accounting Standards Board (the “FASB”) issued Accountmg Standards Update (“ASU”)
2011-1, Deferral of the Effective Date of Disclosures about Troubled Debt Restructuringsin Update No. 2010-20, to amend =
FASB Accounting Standards Codification (“ASC”) Topic 320, Receivibles. The-amendments in this update temporarily delay the
effective date of the disclosures about troubled debt restructuringsin ASU2010-20 for public entities. The deldy is intended to
allow the FASB time to complete its deliberations on what constitutes a troubled debt restructuring. The effective date of the new
disclosures about troubled debt restructurings for public entities and the guidance for determining what constitutes a troubled debt
restructuring will then be coordinated.

In December 2010, the FASB issued ASU 2010-29, Disclosure of Supplementary Pro Forma [nformatlon for Business
Combinations, to amend ASC Topic 805, Business Combinations. The amendments in this update specify that if a public entity
presents comparative financial statements, the entity should disclose revenue and earnings of the combined entity as though the
business combination(s) that occurred during the current year had occurred as of the beginning of the comparable prior annual
reporting period only. The amendments in this update are effective prospectively for business combinations for which the
acquisition date is on or after the beginning of the first annual reporting period beginning on or after December 15, 2010.
Management does not believe that adoption of this update will have a material impact on the Company’s financial position or
results of operations.

In July 2010, the FASB issued ASU 2010-20, Disclosures about the Credit Quality of Financing Receivables and the .
Allowance for Credit Losses, to amend ASC Topic 320, Receivables. The amendments in this update are intended to provide
disclosures that facilitate financial statement users’ evaluation of the nature of credit risk inherent in the entity’s portfolio of
financing receivables, how that risk is analyzed and assessed in arriving at the allowance for credit losses, and the changes and
reasons for those changes in the allowance for credit losses. The disclosures as of the end of a reporting perlod are effective for
interim and annual periods ending on or after December 15, 2010. The disclosures about activity that occurs during a reporting
period are effective for interim and annual reporting periods beginning on or after December 15, 2010. Adoption of this update
did not have a material impact on the Company’s financial position or results of operations. '

In April 2010, the FASB issued ASU 2010-18, Effect of a Loan Modification When the Loan Is Part of a Pool That Is
Accounted for as a Single Asset, to amend ASC Topic 320, Receivables. The amendments in this update provide that for acquired
troubled loans which meet the criteria to be accounted for within a pool, modifications to one or more of these loans does not
result in the removal of the modified loan from the pool even if the modification would otherwise be considered a troubled debt
restructunng The pool of assets in which the loan.is included will continue to be considered for impairment. Thé amendments do
not apply to loans not meeting the criteria to be accounted for within a pool. These amendments were effective for modifications
of loans accounted for within pools occurring in the first interim or annual period ending on or after July 15, 2010. Adoptlon of
this update did not have a material 1mpact on the Company’s financial position or results of operations.

_In February 2010, the FASB issued ASU 2010-09, Amendments to Certain Recognition and Disclosure Requirements, to
amend ASC Topic 855, Subsequent Events. The amendments in this update removed the requirement to disclose the date through
which subsequent events have been evaluated and became effective immediately upon issuance. Adoption of this update did not
have a material impact on the Company’s financial position or results of operations.

2. CBF Investment -

On January 28, 2011, the Company completed the issuance and sale of 71 million shares of its common stock to CBF for
$181.1 million in cash. In connection with the CBF Investment, each Company shareholder as of January 27, 2011 received one
CVR per share that entitles the holder to receive up to $0.75 i in cash per CVR at the end of a five-year period based on the credit
performance of Old Capital Bank’s then existing loan portfoho Also, in connection with the CBF Investment, the Company s
Series A Preferred Stock and warrant to purchase shares of common stock issued by the Company to the U.S. Treasury in
connection with TARP were repurchased.
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Pursuant to the CBF Investment, shareholders as of January 27, 2011 received non-transferable rights to purchase a number
of shares of the Company’s common stock proportional to the number of shares of common stock held by such holders on such
date, at a purchase price equal to $2.55 per share, subject to certain limitations. The Company issued 1,613,165 shares of common
stock in exchange for $4.1 million upon completion of the Rights Offering on March 11, 2011. Direct offering costs of $300.
thousand were recorded as a reduction to the proceeds of the Rights Offering.

Also in connection with the closing of the CBF Investment, the Company amended its Supplemental Executive Retirement
Plan to waive, with respect to unvested amounts only, any change in control provision and corresponding entitlement to change in
control benefits that would otherwise be triggered by the CBF Investment or any subsequent transaction or series of transactions
that result in an affiliate of CBF holding the Company’s outstanding voting securities or total voting power. On January 28, 2011,
the Company received written waivers from each of the participants in the Executive Plan pursuant to which such executives
waived the previously described change in control benefits under the SERP and the accelerated vesting of their outstanding
unvested Company stock options in connection with the transactions contemplated by the CBF Investment. Cash payments made
to participants in the Executive Plan upon change in control related to vested benefits totaled $1.1 million. The Supplemental
Retirement Plan for Directors was not amended, and cash payments made to participants upon change in control pursuant to terms

“of this plan totaled $3.2 million.

Push-down accounting is required in purchase transactions that result in an entity becoming substantially wholly owned.
Push-down accounting is required if 95% or more of the company has been acquired, permitted if 80% to 95% has been acquired,
and prohibited if less than 80% of the company is acquired. The Company determined push-down accounting to be appropriate
for this transaction, and as such, has applied the acquisition method of accounting due to CBF’s acquisition of 85% of the
Company’s outstanding common stock on January 28, 2011. .

The following table summarizes the CBF Investment and the Company’s opening balance sheet:

Successor Company

Originally
Reported Measurement - Revised
: as of Period as of
(Dollars in thousands) Jan. 28, 2011 Adjustments Jan. 28, 2011
Fair value of assets acquired: -
Cash and cash equivalents $ 208,255 $ - $ 208,255
Investment securities 225,336 - 225,336
Mortgage loans held for sale 2,569 - 2,569
Loans 1,135,164 (30,701) 1,104,463
Goodwill 30,994 19,099 50,093
~Other intangible assets ‘ - 5,004 - 5,004
Deferred tax asset " 55,391 11,118 66,509
~ Other assets o 66,663 (613) 66,050
Total assets acquired 1,729,376 (1,097) 1,728,279
‘Fair value of liabilities assumed: :
Deposits 1,351,467 - 1,351,467
Borrowings 123,837 - 123,837
Subordinated debt 19,392 475 19,867
Other liabilities 10,595 . (1,572) 9,023
Total liabilities assumed , ‘ 1,505,291 (1,097) 1,504,194
Net assets acquired 224,085 - 224,085
Less: non-controlling interest at fair value - (43,785) — (43,785)
180,300 - 180,300
Underwriting and legal costs 750 - 750
Purchase price $ 181,050 $ - 3 181,050

The above estimated fair values of assets acquired and liabilities assumed are based on the information that was available to
make preliminary estimates of the fair value. While the Company believes that information provides a reasonable basis for
estimating the fair values, it expects to obtain additional information and evidence during the measurement period (not to exceed
_ one year from the acquisition date) that may result in changes to the estimated fair value amounts.
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Measurement period adjustments reflected above were primarily due to (1) refinements to the acquisition date estimated fair
values on certain acquired PCI loans (2) refinements to the acquisition date valuation of certain ORE properties based on
subsequent selling prices, (3) refinements to the acquisition date valuation of a capital lease asset/obligation based on an updated
appraisal of the leased asset, (4) refinements to the acquisition date valuation of off-balance sheet commitments to extend credit,
(5) refinements to the acquisition date valuation of subordinated debentures, and (6) write-offs of miscellaneous other assets to
properly reflect acquisition date fair value. The provisional measurements of fair value reflected are subject to change and such
changes could be significant. The Company expects to finalize the valuation and complete the purchase price allocation as soon
as practicable but no later than one year from the acqu1s1t10n date Subsequent adjustments, if any, will be retrospectively
reflected in future filings.

A summary and description of the assets, liabilities and non-controlling interests fair valued in conjunction with applying the
acquisition method of accounting is as follows:

Cash and Cash Equivalents

The cash and cash equivalents, which include proceeds from the CBF Investment, held at acquisition date approximated fair
value on that date and did not require a fair value adjustment.

Investment Securities

Investment securities are reported at fair value at acquisition date. To account for the CBF Investment, the difference. -
between the fair value and par value became the new premium or discount for each security held by the Company. The fair value
of investment securities is primarily based on values obtained from third parties pricing models which are based on recent trading
activity for the same or similar securities. Two equity securities were valued at their respective stock market prices, and two
corporate bonds were valued using an internal valuation model. Immediately before the acquisition, the investment portfolio had
an amortized cost of $228.1 million and was in a net unrealized loss position of $2.8 million.

Loans

All loans in the loan portfolio were adjusted to estimated fair value at the CBF Investment date. Upon analyzing estimated
creditlosses as well as evaluating differences between contractual interest rates and market interest rates at acquisition, the
Company recorded a loan fair value discount of $135.1 million. All acquired loans were considered to be PCI loans with the
exception of certain consumer revolving lines of credit. Subsequent to the CBF Investment, PCI loans will be accounted for as
described in Note 1 (Basis of Presentation and Significant Accounting Policies).

Goodwill and Other Intangible Assets

Goodwill represents the excess of purchase price over the fair value of acquired net assets. This acquisition was nontaxable
and, as a result, there is no tax basis in the goodwill. Accordingly, none of the goodwill associated with the acquisition is
deductible for tax purposes. Other intangible assets identified as part of the valuation of the CBF Investment were Core Deposit
Intangibles (“CDI”) and the Trade Name Intangible. All of the identified intangible assets are amortized as noninterest expense -
over their estimated useful lives.

Core Deposit Intangible

The estimated value of the CDI at acquisition date was $4.4 million. This amount represents the present value of the
difference between a market participant’s cost of obtaining alternative funds and the cost to maintain the acquired deposit
base. The present value is calculated over the estimated life of the acquired deposit base and will be amortized on an accelerated
method over an eight year period. Deposit accounts evaluated for the CDI were demand deposit accounts, money market accounts
and savings accounts. -

Trade Name Intangible

Trademarks, service marks and other registered marks (collectively referred to as the “Trade Name”) can have great
significance to customers. The function of a mark is to indicate to the consumer the sources from which goods and services
originate. The Trade Name considered to have value is Capital Bank. The Trade Name value of $604 thousand at acquisition date
was based on the present value of the Company’s projected income multiplied by an assumed royalty rate. This intangible will be
amortized on a straight-line basis over a three year period.
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Other Assets

A majority of other assets held by the Company did not have a fair value adjustment as part of acquisition accounting since
their carrying value approximated fair value. The most significant other asset impacted by the application of the acquisition
method of accounting was the recognition of a net deferred tax asset of $66.5 million. The net deferred tax asset is primarily
related to the recognition of differences between certain tax and book bases of assets and liabilities related to the acquisition
method of accounting, including fair value adjustments discussed elsewhere in this section, along with federal and state net
operating losses that the Company determined to be realizable as of the acquisition date: A valuation allowance is recorded for
deferred tax assets, including net operating losses, if the Company determines that it is more likely than not that some portion or
all of the deferred tax assets will not be realized.

Deposits

Time deposits were not included in the CDI valuation. Instead, a separate valuation of term deposit liabilities was conducted
due to the contractual time frame associated with these liabilities. Term deposits evaluated for acquisition accounting consisted of
certificates of deposit (“CDs”), brokered deposits and CDs through.the Certificate of Deposit Account Registry Services
(“CDARS”). The fair value of these deposits was determined by first stratifying the deposit pool by maturity and calculating the
interest rate for each maturity period. Then cash flows were projected by period and discounted to present value using current
market interest rates.

The outstanding balance of CDs at acquisition date was $730.5 million, and the estimated fair value premium totaled $12.4
million. The outstanding balance of brokered deposits was $100.5 million, and the estimated fair value premium totaled $616
thousand. The outstanding balance of CDARS was $27.0 million, and the estimated fair value premium totaled $111 thousand.
The Company will amortize these premiums into income as a reduction of interest expense on a level-yield basis over the
weighted average term.

Borrowings

Included in borrowings are FHLB advances and structured repurchase agreements. Fair values for these borrowings were
estimated by developing cash flow estimates for each of these debt instruments based on scheduled principal and interest
payments, current interest rates, and prepayment penalties. Once the cash flows were determined, a market rate for comparable
debt was used to discount the cash flows to the present value. The outstanding balance of FHLB advances and structured
repurchase agreements at acquisition date was $66.0 million and $50.0 million, respectively; and the estimated fair value
premiums on each totaled $1.8 million and $6.0 million, respectively. The Company will amortize the premium into income as a
reduction of interest expense on a level-yield basis over the contractual term of each debt instrument.

Subordinated Debt

Included in subordinated debt are variable rate trust preferred securities issued by the Company and fixed rate subordinated
debt issued as part of a private placement offering early in 2010. Fair values for the trust preferred securities and subordinated
debt were estimated by developing cash flow estimates for each of these debt instruments based on scheduled principal and
interest payments and current interest rates. Once the cash flows were determined, a market rate for comparable subordinated debt
was used to discount the cash flows to the present value. The outstanding balance of trust preferred securities and subordinated
debt at acquisition date was $30.0 million and $3.4 million, respectively, and the estimated fair value (discount)/premium on each
totaled ($14.7) million and $211 thousand, respectively. The Company will accrete the discount as an increase to interest expense
and will amortize the premium as a decrease to interest expense on a level-yield basis over the contractual term of each debt
Imstrument. .

Contingent Value Rights
In connection with the CBF Investment, each existing shareholder as of January 27, 2011 received one contingent value right
per share that entitles the holder to receive up to $0.75 in cash per CVR at the end of a five-year period based on the credit

performance of Old Capital Bank’s then existing loan portfolio. The Company assigned no value to the CVRs, which was based
on its estimate of credit losses on the existing loan portfolio over the five-year life of these instruments.
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Non-controlling Interest

In determining the estlmated fair value of the non-controlhng interest, the Company utilized the closing market price of its
common stock on the acquisition date of $3.40 and multiplied this stock price by the number of outstanding non-controlling
shares at that date.

Transaction Expenses

As required by the CBF Investment, the Company incurred and reimbursed third party expenses of $750 thousand which v
were recorded as a reduction of proceeds received from the issuance of common shares to CBF.

There were no indemnification assets in this transaction, nor was there any contingent consideration to be recognized.

3. Investment Securities

‘Due to the Bank Merger, the Company reported ho investment securities on its Consolidated Balance Sheet as of December
31, 2011 (Successor). Investment securities as of December 31, 2010 (Predecessor) are summarized as follows: "

Predecessor Company.
Unrealized ‘Unrealized
December 31, 2010 . Amortized Cost Gains Losses " Fair Value
(Dollars in thousands) YL '
Available for sale: ‘ _ o
U.S. agency obligations $ 19,003 $ 18 §$ . 87 % 18,934
Municipal bonds D 22,455 75 1,521 21,009
Mortgage-backed securities issued by GSEs - .- Co-. 165,540 78 195 165,423
Non-agency mortgage-backed securities ik 6,790 , 39 , 242 6,587
Other securities 3252 — ' 214 3,038
217,040 210 2,259 214,991
Other investments - - . : ‘ 8,301 ; S S — 8,301

Total . B $ 225, 341 $> . 210 $ : 2259 $ 223,292

s

Prior to the Bank Merger, credit related other than temporary 1mpa1rments (“OTTI”) were recogmzed in net income (loss)
and non-credit related 1mpa1rments were recognized in other comprehensive income (loss)-during the period the impairment was
identified. Gross realized gains and losses and OTTI recogmzed in net income and other comprehensive income are reflected in
the foIlowmg table for each period presented
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Successor Predecessor
Company ~ Company
“Jan. 29,2011 | Jan.1;2011 ~  Year .  Year
' ‘ : “to 1 to Ended Ended
(Dollars in thousands) Dec. 31,2011 | Jan. 28,2011 Dec. 31,2010 Dec. 31, 2009
Gross realized gains $ -153 - $ 5,863 $ 493
Gross realized losses \ » - - (8) (320)
Net realized gains ’ ) o -1 - 5,855 ' 173
OTTI recognized on non-agency mortgage-backed securities: o , L ‘
Total OTTI on non-agency mortgage-backed securities - ‘ - - (381)
Non-credit portion recognized in other comprehensive . .
income — - — 381
“Credit related OTTI on non-ageney mortgage—backed .
securities recognized in income L = - - -
OTTI recognized on corporate bonds (in other securmes)
Total OTTI on corporate bonds , - - - (701)
Non-credit portion recognized in other comprehenswe
income . - - = < 202
Credit related OTTI on corporate bonds recognized in i - S _
income — — — (498)
Total OTTI recognized in income — - - (498)
Securities gains (losses), net : $ -183 -3 5,855 § (325)

Prior to the Bank Merger, on at least a quarterly basis, the Company completed an OTTI assessment of its investment
portfolio. The Company considered many factors, including the severity and duration of the impairment and recent events specific
to the issuer or industry, including any changes in credit ratings.

In the year ended December 31, 2009 (Predecessor) losses on 3 securities were determined to represent OTTI. The first of
these investments was a pnvate label mortgage security with a book value and unrealized loss of $699,000 and ($212,000),
respectively, as of December 31, 2010 (Predecessor) compared with'a book value and unrealized loss of $810,000 and
($381,000), respectively, as of December 31, 2009 (Predecessor). This impairment determination was based on the extent.and
duration of the unrealized loss as well as credit rating downgrades from rating agencies to below investment grade. Based on its
analysis of expected cash flows prior to the Bank Merger, management expected to receive all contractual principal and interest
from this security and therefore did not consider any of the unrealized loss to represent. credlt impairment. The second of these
investments was subordinated debt of a community bank with a book value and unrealized loss of $1.0 million and ($202 000),
respectively, as of both December 31, 2010 and 2009 (Predecessor). Prior to the Bank Merger, management’s impairment
determination was based on the extent of the unrealized loss as well as recent adverse economic and market conditions for
community banks in general. Based on its review of capital, liquidity and earnings of this institution, management expected to
receive all contractual principal and interest from this security and therefore did not consider any of the unrealized loss to
represent credit impairment. Unrealized losses from these two investments were related to factors other than credit and were
recorded to other comprehensive income. The third of these investments was an investment in trust preferred securities of a
community bank with a par value of $1.0 million. This investment was determined to be credit impaired and was written down to
estimated fair value with a $498,000 charge to income in the year ended December 31, 2009 (Predecessor).
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The following table summarizes the gross unrealized losses and fair value of the Company’s investments in an unrealized
loss position not recognized in earnings; aggregated by investment category and length of time that individual securities had been
in a continuous unrealized loss position, as of December 31, 2010 (Predecessor): :

Predecessor Company

December 31, 2010 Less than 12 Months 12 Months or Greater Total
(Dollars in thousands) : ' Unrealized Unrealized Unrealized
Fair Value Losses Fair Value Losses Fair Value Losses
Available for sale: ' :
U.S. agency obligations $ 8,916 $ 87 $ -3 - $ - 8916% 87
Municipal bonds 14,886 1,134 2,453 387 17,339 1,521
Mortgage-backed securities issued
by GSEs 14,473 195 - - 14,473 195
Non-agency mortgage-backed
securities - -~ 4,183 242 4183 242
Other securities o - - 2,536 - 214 2,536 214
Total . i $ 38275 8% 1,416 $ 9,172 § 843 $ 47447 $ 2,259

As of December 31, 2010 (Predecessor), unrealized losses on the Company’s investments in non-agency mortgage-backed
securities, or private label mortgage securities, were related to 4 different securities. These losses were due to a combination of
changes in credit spreads and other market factors. These mortgage securities were not issued or guaranteed by an agency of the
federal government but were instead issued by private financial institutions and therefore carry an element of credit risk. Prior to
the Bank Merger, management closely monitored the:performance of these securities and the underlying mortgages, which
includes a detailed review of credit ratings, prepayment speeds, delinquency rates, default rates, current loan-to-values, geography
of collateral, remaining terms, interest rates, loan types, etc. The Company engaged a third party expert to provide a quarterly
“stress test” of each private label mortgage security through a model using assumptions to simulate certain credit events and
recessionary conditions and their impact on the performance and expected cash flows of each mortgage security. -

Unrealized losses on the Company’s investments in municipal bonds were related to 30 different securities as of December
31, 2010 (Predecessor). These losses were primarily related to concerns in the marketplace regarding credit quality of certain
municipalities in light of the recent economic recession and high unemployment rates as well as expectations of future market
interest rates. Prior to the Bank Merger, management monitored the underlying credit of these bonds by reviewing the financial
strength of the issuers and the sources of taxes and other revenues available to service the debt. Unrealized losses on other
securities related to an investment in subordinated debt of one corporate financial institution. Prior to the Bank Merger,
management monitored the financial strength of this institution by reviewing its quarterly financial reports and considered its
capital, liquidity and earnings in this review. ' '

The securities in an unrealized loss position as of December 31, 2010 (Predecessor) not previously determined to have OTTI
continued to perform and were expected to perform through maturity, and the issuers had not experienced significant adverse
events that would call into question their ability to repay these debt obligations according to contractual terms. Further, because
the Company did not intend to sell these investments and it was not more likely than not that the Company would be required to
sell the investments before recovery of their amortized cost bases, which may be maturity, the Company did not consider
unrealized losses on such securities to represent OTTI as of December 31, 2010 (Predecessor).

Prior to the Bank Merger, the Company’s other investment securities primarily included an investment in Federal Home
Loan Bank (“FHLB”) stock, which has no readily determinable market value and was recorded at cost. As of December 31, 2010
(Predecessor) the Company’s investment in FHLB stock totaled $7.7 million. Based on its evaluation prior to the Bank Merger,
management concluded that the Company’s investment in FHLB stock was not impaired as of December 31, 2010 (Predecessor),
and that ultimate recoverability of the par value of this investment was probable. During 2009 (Predecessor), the Company
recorded an investment loss of $320,000 related to an equity investment in Silverton Bank, a correspondent financial institution
that was closed by its regulators in 2009. The loss represented the full amount of the Company’s investment in Silverton Bank
and was recorded as a reduction to noninterest income.
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The amortized cost and estimated market values of available-for-sale debt securities as of December 31, 2010 (Predecessor)
by final contractual maturities are summarized in the table below. Expected maturities differed from contractual maturities
because borrowers may have the right to call or prepay obligations with er without call or prepayment penalties.

S Predecessor Company
December 31, 2010 E S ; Available for Sale
(Dollars in thousands) "~ Amortized Cost Fair Value
Debt securities: ‘ ‘ ‘ ‘
Due within one year $ 300 $ 301
Due after one year through five years 17,882 . 17,904
Due after five years through ten years 49,567 49,401
Due after ten years 147,541 . 145,647
Total debt securities 215,290 . 213,253
Equity securities 1,750 : 1,738

Total investment securities $ 217,040 $ 214,991

As of December 31, 2010 (Predecessor), investment securities with book values totaling $68.2 million were pledged to
secure public deposits, FHLB advances and other borrowings.

4. Loans

Due to the Bank Merger, the Company reported no loans on its Consolidated Balance Sheet as of December 31, 2011
(Successor). The composition of the loan portfolio by loan classification as of December 31, 2010 (Predecessor) was as follows:

Predecessor
. Company
(Dollars in thousands) : : Dec. 31, 2010
Commercial real estate:
Construction and land development : - $ 350,587
Real estate — non-owner occupied - ' : 283,943
Real estate — owner occupied o ’ B : 170,470
Total commercial real estate ' ' ' : 805,000
Consumer real estate: '
Residential mortgage ‘ 173,777
Home equity lines ' 89,178
Total consumer real estate , o 262,955
Commercial and industrial I N ‘ ' » 145,435
Consumer ; ' , - 6,163
Other loans ' ' 33,742
4 _ 1,253,295
Deferred loan fees and origination costs, net ’ : . 1,184
$ 1,254,479

Loans pledged as collateral for certain borrowings totaled $341.5 million as of December 31, 2010 (Predecessor).
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Successor Company:

Purchased credit-impaired loans for which it was probable at acquisition that all contractually required payments would not
be collected are as follows:

o Asof
(Dollars in ‘thous‘andﬂ . Jan. 28,2011
Contractually required payments o - , , $ 1,318,702
Nonaccretable difference (125,626)
Cash flows expected to be coliected at acquisition | 1,193,076
Accretable yield : (163,630)
Fair value of acquired loans at acquisition $ 1,029,446

Accretable yield, or income expected to be collected, related to purchased credit-impaired loans is as follows:

Jan. 29, 2011

. - 1o
(Dollars in thousands) _ ) ‘ Dec. 31, 2011
Balance, beginning of period : : o L : - 8 163,630
New loans purchased ; SR - - -
Accretion of income , o : ’ (26,262)
Reclassifications from nonaccretable dlfference : . 9,975
Merger of Old Capital Bank into Cap1ta1 Bank, NA (147,343)

Balance, end of period - : o ; : 8 _

The contractually required payments represent the total undiscounted amount of all uncollected contractual principal and
contractual interest payments both past due and scheduled for the future, adjusted for the timing of estimated prepayments and
any full or partial charge-offs prior to the CBF Investment. Nonaccretable difference represents contractually required payments
in excess of the amount of estimated cash flows expected to be collected. The accretable yield represents the excess of estimated
cash flows expected to be collected over the initial fair value of the PCI loans, which is their fair value at the time of the CBF
Investment. The accretable yield is accreted into interest income over the estimated life of the PCI loans using the level yield
method. The accretable yield will change due to changes in:

» the estimate of the remaining life of PCI loans which may change the amount of future interest income, and possxbly
principal, expected to be collected, , :

«  the estimate of the amount of contractually requlred pr1nc1pa1 and interest payments over the estimated life that will not
be collected (the nonaccretable difference); and

-+ indices for PCI loans with variable rates of interest.
For PCI loans, the impact of loan modifications is included in the evaluation of expected cash flows for subsequent decreases

or increases of cash flows. For variable rate PCI loans; expected future cash flows will be recalculated as the rates adjust over the
lives of the loans. At acquisition, the expected future cash flows were based on the variable rates that were in effect at that time.
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5. Allowance for Loan Losses and Credit Quality

The following is a summary of activity in the allowance: for loan losses for each period presented:

Successor Predecessor
Company Company
Jan. 29, 2011 Jan. 1, 2011 Year Year
to to Ended Ended
(Dollars in thousands) Dec. 31,2011 |} Jan. 28,2011 Dec. 31,2010 Dec. 31,2009
Balance at beginning of period, predecessor $ - |9 36,061 $ 26,081 $ 14,795
Loans charged off (339) 49 (49,420) (12,197)
Recoveries of loans previously charged off — -9 855 419
Net charge-offs (339) (40) (48,565) (11,778)
Provision for loan losses 1,450 40 58,545 23,064
Merger of Old Capital Bank into Capital Bank, NA (1,111) — — —
Balance at the end of period, predecessor - 36,061 36,061 26,081
Acquisition accounting adjustment — (36,061) — —
Balance at end of period, successor $ - 13 -3 - -

The allowance for credit losses includes the allowance for loan losses, detailed above, and the reserve for unfunded lending
commitments, which is included in other liabilities on the Consolidated Balance Sheet. Due to the Bank Merger, the Company
had no allowance for credit losses as of December 31, 2011 (Successor). As of December 31, 2010 (Predecessor), the reserve for
unfunded lending commitments totaled $623,000.

The following is an analysis of the allowance for loan losses by portfolio segment in addition to the disaggregation of the
allowance and outstanding loan balances by impairment method as of December 31, 2010 (Predecessor):

4 Predecessor Company

CRE ~- CRE - Commerecial
Non-Owner Consumer Owner and

December 31, 2010 Occupied Real Estate Occupied = Industrial  Consumer Other Total

(Dollars in thousands) :

Allowance for loan losses:

Beginning balance $ 14987 §$ 2,383 § 2,650 § 5,536 $ 326 § 199 § 26,081
Charge-offs (33,803) (3,923) 4,417) (6,639) (429) (209)  (49,420)
Recoveries 616 54 48 115 22 - 855
Provision 39,195 6,218 5,114 7,420 435 163 58,545

Ending balance — total $ 20,995 $ 4732 $ 3,395 - $ 6,432 $ 354 $ 153 § 36,061
Ending balance — individually

evaluated for impairment  $ 212 § 87 $ 139 $ 89 § 2 $ -3 529
Ending balance — collectively _

evaluated for impairment $ 20,783 $ 4,645 §$ 3,256 $ 6,343 $ 352 § 153 § 35,532

Loans:

Ending balance — total $ 634,530 $ 262955 § 170470 $§ 145435 $ 6,163 $ 33,742 $1,253,295
Ending balance — individually

evaluated for impairment $§ 57,227 § 3,879 § 8,613 $ 6,013 § 6 $ 781 § 76,519
Ending balance — collectively

evaluated for impairment $§ 577,303 § 259,076 § 161,857 $§ 139,422 § 6,157 $§ 32,961 $1,176,776
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The following is an analysis presenting impaired loan information by loan class as of December 31, 2010 (Predecessor):

Predecessor Company

Unpaid
' : Recorded Principal Related
December 31, 2010 : : ' : ' Investment Balance Allowance
(Dollars in thousands)
Impaired loans for which the full loss has been charged-off
Commercial real estate: : : :
Construction and land development / $ 53,675 $ 65,918 § -
Commercial real estate — non-owner occupled 2,678 3,772 -
Consumer real estate: '
Residential mortgage ' 3,222 4,436 -
Home equity lines ’ , 236 332 -
Commercial real estate — owner occupied 8,083 10,475 -
Commercial and industrial ‘ 5,466 6,128 -
Other loans , ' 781 990 —
Total with no related allowance ' ' 74,141 92,051 ' —
Impaired loans with an allowance recorded:
Commercial real estate: I
- Construction and land development S : ‘ 874 874 212
Consumer real estate: o
Residential mortgage 380 380 79
Home equity lines _ o _ : 41 41 8
Commercial real estate — owner occupled ‘ ‘ ' 530 530 139
Commercial and industrial ‘ 547 565 89
Consumer ' ‘ 4 6 6 2
Total with an allowance 2,378 2,396 529
Total impaired loans: ' :
Commercial 72,634 89,252 440
Consumer _ o 3,885 5,195 89
Total impaired loans . $ 76,519 % 94,447 § 529

Prior to the Bank Merger, all TDRs were classified as 1nd1v1dua11y 1mpa1red The following table summarizes the Company S
recorded investment in TDRs as of December 31, 2010 (Predecessor):

Predecessor
Compan
(Dollars in thousands) i Dec. 31, 2010
Nonperforming TDRs: ;
Commercial real estate ' o $ 10,775
Consumer real estate 808
Commercial owner occupied =~ . 2,271
Commercial and industrial - T , 106
Total nonperforming TDRs » - 13,960
Performing TDRs: ' '
Commercial real estate 3,856
Consumer real estate ‘ , 121
Commercial owner occupied 5 421
Commercial and industrial 65
Consumer
Total performing TDRs T 4463
Total TDRs ‘ ' $ 18,423
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As of December 31, 2010 (Predecessor), there was no allowance for loan losses allocated to TDRs as-all of these loans were
charged down to estimated fair value.

Prior to the Bank: Merger, to monitor and quantify credit risk in the loan portfolio, the Company used a risk rating system.
The risk rating scale ranged from 1 to 9, where a higher rating represents higher credit risk and was selected on the financial
strength and overall resources of the borrower The nine risk rating categones can generally be described by the followmg

groupings:

* Pass (risk rating 1-6) — These loans ranged from superior quality with minimal credit risk to loans requmng heightened
management attention but that are still an acceptable risk and continue to perform as contracted.

» Special Mention (risk rating 7) — Loans in this category had potential weaknesses that desérve management’s close
attention. If left uncorrected, these potential weaknesses may have resulted in deterioration of the repayment prospects for
the asset or the institution’s credit position at some future date. They contain unfavorable characteristics and were
generally undesirable. Loans in this category were currently protected by current sound net worth and paying capacity of
the obligor or of the collateral pledged, if any, but were potentially weak and: constitute an undue and unwarranted credit
risk, but not to the point of a Substandard classification.

* Substandard (risk rating 8) — Loans in this category were inadequately protected by the current sound worth and paying
capacity of the obligor or of the collateral pledged, if any. Assets so classified must have a well-defined weakness or
weaknesses that jeopardize the liquidation of the debt. They are characterized by the distinct possibility that the bank will
sustain some loss if the deficiencies were not corrected. Loss potential, while existing in the aggregate amount of -
substandard assets, does not have to exist in individual assets classified substandard. A substandard loan normally had
one or more well-defined weaknesses that could jeopardize repayment of the debt.

* Doubtful (risk rating 9) — For loans in this category, the borrower’s ability to continue repayment was highly unlikely.
Full collection based on currently known facts, conditions, and values was highly questionable and improbable. The
possibility of loss was extremely high, but because of certain important and specific reasonable pending factors, which
work to the bank’s advantage and strengthen the asset in the near term, its classification as loss was deferred until its
more exact status may be determined.

The followmg is an analysis of the Company’s credit risk profile on internally assigned risk ratings as of December 31, 2010
(Predecessor):

: Commercial Loans
v - : Construction Non-Owner Owner Commercial

December 31, 2010 and Land Occupied Occupied and
(Predecessor Company)  Development ' Real Estate Real Estate Industrial Other Total
(Dollars in thousands) : '
Pass 7 \ $ 250,557 $ 266,523 $ 154,156 $ 101,674 $ 32,961 $ 805,871
Special mention 20,178 12,505 2,287 20,488 - 55,458
Substandard - 79,852 4,610 13,967 - 23,266 781 122,476
Doubtful — 305 60 7 — 372

Total $ 350,587 $ 283,943 § 170,470 § 145435 § 33,742 $ 984,177

Consumer Loans
December 31,2010 Residential  Home Equity Other
(Predecessor Company) Mortgage Lines Consumer Total
(Dollars in thousands)

Pass $ 162,002 $ 85,000 $ 5,803 $ 252,805
Special mention 5,518 1,972 188 © 7,678
Substandard 6,138 2,110 172 - 8,420
Doubtful | 119 9% _ 215

Total $ 173,777 $ 89,178 § 6,163 $ 269,118
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The following is an aging analysis of the Company’s portfelio by loan class as of December 31, 2010 (Predecessor):

Predecessor Company

30-59 60-89 Over 90 Days
Days Days Past Due and  Nonaccrual Current Total
December 31, 2010 Past Due Past Due Accruing Loans Loans Loans

(Dollars in thousands)

Commercial real estate:
Construction and land development $ 6,166 $ 204 §

!

$ 50,693 § 293,524 § 350,587 .

Real estate — non-owner occupied 509 ‘ = ~ 2,678 280,756 283,943
Real estate — owner occupied 3,165 - ~ 8,198 159,107 170,470
Consumer real estate: ' .
Residential mortgage : 2213 - -329- — . 3481 167,754 173,777 .
Home equity lines 498 109 ~ 27T 88,294 89,178
Commercial and industrial 175 146 -~ 5,830 139,284 145,435
Consumer . I SR .~ R R 6,149 - 6,163
Other loans - — — 781 32,961 33,742
Total $ 12,730 $ 792 $ ~ $ 71,944 $ 1,167, 829 $ 1253 295 .

For the period of January 29, 2011 to December 31, 2011 (Successor), the penod of January 1,2011to January 28,2011
(Predecessor) and the years ended December 31, 2010 and 2009 (Predecessor), no interest income was recognized on loans while
in nonaccrual status, including cash received for interest on these loans. Prior to the Bank Merger, cumulative interest payments
collected on nonaccrual loans were applied as a reduction to the principal balance. Cumulative inferest payments collected on
nonaccrual loans totaled $837,000 as of December 31, 2010 (Predecessor).

6. Premises and Equipment

Due to the Bank Merger, the Company reported no premlses and equipment on 1ts Consohdated Balance Sheet as of
December 31, 2011 (Successor). Premises and equipment as of December 31, 2010 (Predecessor):

Predecessor
: o : : ‘Company
(Dollars in thousands) I T Dec. 31,2010
Land ' ' o o ' o - § 6,795
Buildings and leasehold improvements ‘ . . 17,927
Furniture and equipment e e 19,163
Automobiles ‘ O A ' 265
Construction in progress o ' I o ’ - 411
| S | 44,561
Less accumulated depreciation and amortization o o ) (19,527) .
‘ o S8 25034

Depreciation expense for the period of January 29, 2011 to December 31, 2011 (Successor), the i)eﬁod of January 1, 2011 to
January 28, 2011 (Predecessor) and the years ended December 31, 2010 and 2009 (Predecessor) was $1 .4 million, $240 thousand
$2.6 million, and $2.9 million, respectively. : , ;

7. Goodwill and Other Intangible Assets '

Due to the Bank Merger, the Company reported no goodwﬂl or other mtanglble assets on its Consohdated Balance Sheet as
of December 31, 2011 (Successor). The changes in carrying amounts of goodwill and other intangible assets for each period
presented were as follows:
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Predecessor Company ~ " Goodwill " ‘ " Other Intangible Assets
(Dollars in thousands) . Accumulated

' : Gross Amortization Net
Balance at January 1, 2009 v 8 - $ 8414 $ (4,557) $ 3,857
Amortization expense — — (1,146) (1,146)
Balance at December 31, 2009 - 8,414 (5,703) 2,711
Amortization expense ' - — (937) - (937)
Balance at December 31,2010 : - 8,414 ' (6,640) 1,774
Amortization expense — — (62) (62)
Balance at January 28, 2011, predecessor $ - 3 8,414 $ 6,702) ' $ 1,712
Successor Company Ce - Goodwill T Other Intangible Assets
(Dollars in thousands) ’ ’ ‘ Accumulated

‘ ' Gross _ Amortization Net

Acquisition accounting adjustment _ ) ‘ .8 - 3 (8,414) $ 6,702 $  (1,712)
Balance at January 29, 2011, successor ‘ 56,093 5,004 - - 5,004
Amortization expense - - (478) (478)
Merger of Old Capital Bank into Capital Bank, NA (50,093) (5,004) 478 (4,526)
Balance at December 31, 2011 $ -. % -8% - 5 -

Goodwill represents the excess of the purchase price over the fair value of acquired net assets in connection with the CBF
Investment on January 28, 2011. This acquisition was nontaxable and, as a result, there is no tax basis in the goodwill.
Accordingly, none of the goodwill associated with the acquisition is deductible for tax purposes. Other intangible assets identified
. as part of the valuation of the CBF Investment were Core Deposit Intangibles (“CDI””) and the Trade Name Intangible. All of the
identified intangible assets are amortized as noninterest expense over their estimated useful lives.

Other intangible assets were amortized over periods of up to ten years using an accelerated method approximating the period
of economic benefits received. Due to the Bank Merger, the Company reported no intangible assets on its Consolidated Balance
Sheet as of December 31, 2011 (Successor), and thus will record no amortization expense in future periods.

Prior to the Bank Merger, Goodwill was reviewed for potential impairment at least annually at the reporting unit level. An
impairment loss is recorded to the extent that the carrying amount of goodwill exceeds its implied fair value. The Company’s
annual goodwill impairment evaluation in the years ended December 31, 2010 and 2009 (Predecessor), respectively, did not result
in a goodwill impairment charge.

Core deposit intangibles were evaluated for- impairment if events and circumstances indicate a potential for impairment. Such
an evaluation of other intangible assets was based on undiscounted cash flow projections. No impairment charges were recorded
for other intangible assets in the years ended December 31, 2010 and 2009 (Predecessor), respectively.

As of December 31, 2011 (Successor), the Company reported no goodwill or other intangible assets on its Consolidated
Balance Sheet, thus no impairment evaluatlons were required i in the successor perlod

8. Deposits

Due to the Bank Merger, the Company reported no deposits on its Consolidated Balance Sheet as of December 31, 2011
(Successor). As of December 31, 2010 (Predecessor), the scheduled maturities of time deposits were as follows:
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Predecessor Company

Weighted

December 31, 2010 Amount -Average Rate
(Dollars in thousands)
2011 : ‘ $ 234,572 1.06%
2012 ' ce 311,121 2.02
2013 257,327 1.76
2014 ‘ a ' ~ 11,698 2.69
2015 ’ 58,568 2.72
Thereafter ‘ 44 2.64

’ $ 873,330 1.74%

Time deposits of $100,000 or greater totaled $327.5 million as of December 31, 2010 (Predecessor) while brokered deposits
(excluding reciprocal CDARS deposits of $29.2 million) totaled $110.5 million as of December 31, 2010 (Predecessor) Deposit
overdrafts of $71,000 were included in total loans as of December 31, 2010 (Predecessor).

In the normal course of business, prior to the Bank Merger, certain directors and executive officers of the Company,
including their immediate families and companies in which they have an interest, may have been deposit customers.

9. Borrowings
Due to the Bank Merger, the Company reported no outstanding borrowings on its Consolidated Balance Sheet as of
December 31, 2011 (Successor). The followmg is an analysis of securities sold under agreements to repurchase as of December

31,2010 (Predecessor)

Predecessor Company

December 31,2010 ’ ‘ End of Period Daily Average Balance
(Dollars in thousands) Weighted ' Maximum
Average Interest Outstanding at
Balance - Rate Balance " Rate Any Month End
Securities sold under agreements to repurchase $ - % $ 1,564 032% $ 5,026

Interest expense on federal funds purchased totaled $0, $0, $0, and $2,000 for the period from January 29, 2011 to December
31, 2011 (Successor), the period from January 1, 2011 to January 28, 2011 (Predecessor) and the years ended December 31, 2010
and 2009 (Predecessor), respectively. Interest expense on securities sold under agreements to repurchase totaled $0, $0, $5, 000
and $21,000 for the period from January 29, 2011 to December 31, 2011 (Successor), the period from January 1, 2011 to January
28,2011 (Predecessor) and the years ended December 31, 2010 and 2009 (Predecessor), respectively.

The following table presents information regarding the Company’s butstanding borrowings as of December 31, 2010
(Predecessor): ’
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Predecessor
Company
(Dollars in thousands) » Dec. 31, 2010 -
FHLB advances without call options or where call options expired prior to December 31, 2010; fixed $ 41,000
interest rates on advances outstanding as of December 31, 2010 ranging from 1.86% to 5.50%; maturity
dates on those advances ranging from January 26, 2011 to January 20, 2015
FHLB advance with next quarterly call option on February 22, 2011; fixed interest rate of 3.63%; matures 10,000 -
on August 21, 2017
FHLB overnight borrowings; interest rate of 0.47% as of December 31, 2010, subject to change daily 20,000
Structured repurchase agreements without call options or where call options expired prior to December 31, 20,000
2010; fixed interest rates on advances outstanding as of December 31, 2010 of 3.72% and 3.79%;
agreements mature on December 18, 2017
Structured repurchase agreements with various forms of call options remaining; fixed interest rates ranging . 30,000
from 3.56% to 4.75%; maturity dates ranging from November 6, 2016 to March 22, 2019
Federal Reserve Bank primary credit facility; current interest rate of 0.75% as of December 31, 2010 -
$ 121,000

Prior to the Bank Merger, advances from the FHLB totaled $51.0 million and had a weighted average rate of 4.22% as of
December 31, 2010 (Predecessor). In addition, overnight borrowings on the Company’s credit line at the FHLB totaled $20.0
million as of December 31, 2010 (Predecessor). These fixed rate advances as well as the Company’s credit line with the FHLB
were collateralized by eligible 1-4 family mortgages, home equity loans and commercial loans totaling $216.3 million as of
December 31, 2010 (Predecessor). As of December 31, 2010 (Predecessor), the Company had $20.7 million of avallable
borrowing capacity with the FHLB. :

Outstanding structured repurchase agreements totaled $50.0 million as of December 31, 2010 (Predecessor). These
repurchase agreements had a weighted average rate of 4.06% as of December 31, 2010 (Predecessor) and were collateralized by
certain U.S. agency and mortgage-backed securities with a book value of $61.2 million as of December 31, 2010 (Predecessor).

Prior to the Bank Merger, the Company maintained a credit line at the FRB discount window that was used for short-term
funding needs and as an additional source of liquidity. Primary credit borrowings as well as the Company’s credit line at the
discount window were collateralized by eligible commercial construction as well as commercial and industrial loans totaling
$125.2 as of December 31, 2010 (Predecessor). As of December 31, 2010 (Predecessor), the Company had $77.0 million of
available borrowing capacity with the FRB.

As of December 31, 2010 (Predecessor), the scheduled maturities of borrowings were as follows:

‘Predecessor Companj

Weighted

December 31, 2010 Balance Average Rate
(Dollars in thousands) '
2011 $ 51,000 321%
2012 - -
2013 3,000 1.86
2014 3,000 243
2015 4,000 2.92
Thereafter 60,000 3.99

$ 121,000 3.54%
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10. Subordinated Debentures
Capital Bank Statutory Trusts

The Company formed Capital Bank Statutory Trust I, Capital Bank Statutory Trust II and Capital Bank Statutory Trust III
(the “Trusts”) in June 2003, December 2003 and December 2005, respectively. Each issued $10 million of its floating-rate capital
securities (the “trust preferred securities”), with a liquidation amount of $1,000 per capital security, in pooled offerings of trust -
preferred securities. The Trusts sold their common securities to the Company for an aggregate of $900,000, resulting in total
proceeds from each offering equal to $10.3 million, or $30.9 million in aggregate. The Trusts then used these proceeds to
purchase $30.9 million in principal amount of the Company’s Floating Rate Junior Subordinated Deferrable Interest Debentures
(the “Debentures”). Following payment by the Company of a placement fee and other expenses of the offering, the Company’s
net proceeds from the offerings aggregated $30.0 million.

The trust preferred securities each have 30-year maturities and became redeemable after five years by the Company with
certain exceptions. Prior to the redemption date, the trust preferred securities may be redeemed at the option of the Company after
the occurrence of certain events, including without limitation events that would have a negative tax effect on the Company or the
Trusts, would cause the trust preferred securities to no longer qualify as Tier 1 capital, or would result in the Trusts being treated
as an investment company. The Trusts’ ability to pay amounts due on the trust preferred securities is solely dependent upon the
Company making payment on the Debentures. The Company’s obligation under the Debentures constitutes a full and
unconditional guarantee by the Company of the Trusts’ obligations under the trust preferred securities.

The securities associated with each trust are floating rate, based on 90 -day LIBOR, and adjust quarterly Trust I securities
adjust at LIBOR + 3.10%, Trust II securities adjust at LIBOR + 2.85% and Trust III securities adjust at LIBOR +1.40%.

The Debentures, which are subordinate and junior in right of payment to all present and future senior indebtedness and
certain other financial obligations of the Company, are the sole assets of the Trusts, and the Company’s payment under the
Debentures is the sole source of revenue for the Trusts.

The assets and liabilities of the Trusts are not consolidated into the consolidated financial statements of the Company.
Interest on the Debentures is included in the Consolidated Statements of Operations as interest expense. The Debentures are
recorded in subordinated debentures on the Consolidated Balance Sheets. For regulatory purposes, the $30 million of trust
preferred securities qualifies as Tier 1 capital, subject to certain limitations, or Tier 2 capital in accordance with regulatory
reporting requirements. The Company recorded interest expense on the Debentures of $1.0 million, $74 thousand, $865 thousand,
and $1.1 million for the period of January 29, 2011 to December 31, 2011 (Successor), the period of January 1, 2011 to January
28,2011 (Predecessor) and the years ended December 31, 2010 and 2009 (Predecessor), respectively. -

Private Placement Offering of Investment Units

On March 18, 2010, the Company sold 849 investment units (“Units™) to certain accredited investors for gross proceeds of
$8.5 million. Each Unit was priced at $10,000 and consisted of a $3,996.90 subordinated promissory note and a number of shares
of the Company’s common stock valued at $6,003.10. As a result of the sale of the Units, the Company sold $3.4 millionin
aggregate principal amount of subordinated promissory notes due March 18, 2020 (the “Notes™) and 1,468,770 shares of the
Company’s common stock valued at $5.1 million. The Notes are recorded in subordinated debentures on the Condensed
Consolidated Balance Sheets. The Company may prepay the Notes at any time after March 18,2015 sub_lect to regulatory
approval and compliance with applicable law. The Company’s obligation to repay the Notes is subordinate to all indebtedness
owed by the Company to its current and future secured creditors and general creditors and certain other financial obligations of
the Company.

The Company is obligated to pay annual interest on the Notes at 10% payable in quarterly installments. The Company
recorded interest expense on the Notes of $297,000, $28,000 and $266,000 for the period from January 29, 2011 to December 31,
2011 (Successor), the period from January 1, 2011 to January 28,2011 (Predecessor) and the year ended December 31, 2010
(Predecessor), respectively.

11. Leases

Due to the Bank Merger, the company had no operating lease obligations as of December 31, 2011 (Successor). Prior to the -
Bank Merger, the Company had non-cancelable operating leases for its corporate office, certain branch locations and corporate
aircraft that expired at various times through 2036. Cettain of the leases contained escalating fent clauses, for which the Cotapany
recognized rent expense on a straight-line basis. The Company subleased tertain office space and the corporate aircraft to outside
parties. Future minimum lease payments under the leases and sublease receipts for years subsequent to December 31, 2010

{(Predecessor) were as follows:
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Predecessor Company

December 31, 2010 Lease Payments  Sublease Receipts
(Dollars in thousands)

2011 o : $ 4,112 $ 383
2012 . o 4,058 295
2013 , ‘ . 3,919 242
2014 3,817 240
2015 : 3,623 247
Thereafter ‘ , 29,747 62

$ 49276 $ 1,469

Rent expense under operating leases was $1.9 million, $343 thousand, $3.8 million and $3.3 million for the period of January
29,2011 to December 31, 2011 (Successor), the period of January 1, 2011 to January 28, 2011 (Predecessor) and the years ended
December 31, 2010 and 2009 (Predecessor), respectively. - '

12. Related Party Transactions

Due to the Bank Merger, the Company reported no loans or deposits on its Consolidated Balance Sheet as of December 31,
2011 (Successor). Prior to the Bank Merger, in the normal course of business, certain directors and executive officers of the
Company, including their immediate families and companies in which they have an interest, were borrowers. Total loans to such
groups and activity for each period presented is summarized as follows:

Predecessor Company ‘ ' 2011
(Dollars in thousands)

Balance as of January 1, 2011 $ 86,970
Advances ' ‘ 55
Repayments ‘ ~ (11,150)
Reconstitution of Board of Directors in connection with CBF Investment (63,709)
Balance as of January 28, 2011 $ 12,166
Successor Company . 2011

(Dollars in thousands)

Advances $ 487
Repayments ' (744)
Merger of Old Capital Bank into Capital Bank, NA (11,909)
Balance as of December 31, 2011 $ -~

These transactions were made on substantially the same terms, including interest rates and collateral, as those prevailing at
the time for comparable loans with persons not related to the Company. Prior to the Bank Merger, certain deposits were held by
related parties, and the rates and terms of these accounts are consistent with those of non-related parties.

13. Employee Benefit Plans
401(k) Retirement Plan

The Company maintains the Capital Bank 401(k) Retirement Plan (the “Plan”) for the benefit of its employees, which
includes provisions for employee contributions, subject to limitation under the Internal Revenue Code, and discretionary
matching contributions by the Company. The Plan provides that employee’s contributions are 100% vested at all times, and the
Company’s matching contributions vest 20% after the second year of service, an additional 20% after the third and fourth years of
service and the remaining 40% after the fifth year of service. Through May 31, 2009, the Company matched 100% of employee
contributions up to 6% of an employee’s salary. Effective June 1, 2009, the Company suspended its discretionary matching
contributions to the Plan. Aggregate matching contributions, which are recorded in salaries and employee benefits expense on the
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Consolidated Statements of Operations, for the period of January 29, 2011 to December 31, 2011 (Successor), the period of
January 1, 2011 to January 28, 2011 (Predecessor) and the years ended December 31, 2010 and 2009 (Predecessor) were $0, $0,
$0, and $387,000, respectively.

Supplemental Retirement Plans _ e

In May 2005, the Company established two supplemental retirement plans for the benefit of certain executive officers and.
certain directors of the Company. The Capital Bank Defined Benefit Supplemental Executive Retirement Plan (“Executive Plan™)
covers the Company’s chief executive officer and three other members of executive management. Under the Executive Plan, the
participants were to receive a supplemental retirement benefit equal to a targeted percentage of the participant’s average annual
salary during the last three years of employment. Under the Executive Plan, benefits vest over an eight-year period with the first
20% vesting after four years of service and 20% vesting annually thereafter. The Capital Bank Supplemental Retirement Plan for
Directors (“Director Plan”) covered certain directors and provided for a fixed annual retirement benefit to be paid for a number of
years equal to the director’s total years of service, up to a maximum of ten years. The Executive Plan was terminated in
connection with the closing of the CBF Investment. As of December 31, 2011 (Successor), no current or former directors were
participating in the Director Plan, and it is not anticipated that any current or future directors will be permitted to participate in the
plan.

For the period from January 29, 2011 to December 31, 2011 (Successor), the period from January 1, 2011 to January 28,
2011 (Predecessor) and the years ended December 31, 2010 and 2009 (Predecessor), the Company recognized $106,000, $18,000,
$255,000, and $236,000, respectively, of expense related to the Executive Plan; and $0, $17,000, $238,000, and $353,000,
respectively, of expense related to the Director Plan. Prior to the Bank Merger, the obligations associated with the two plans were
included in other liabilities on the Consolidated Balance Sheet and totaled $1.0 million (Executive Plan) and $1.6 million
(Director Plan) as of December 31, 2010 (Predecessor). On January 28, 2011, cash benefit payments were made to participants
from both the Executive Plan and Director Plan in connection with the controlling investment in the Company made by CBF. See
Note 2 (CBF Investment) for more details on these transactions.

14. Stock~Based Compensation
Stock Options

Pursuant to the Capital Bank Corporation Equity Incentive Plan (“Equity Incentive Plan”), the Company had a stock option
plan providing for the issuance of up to 1,150,000 options to purchase shares of the Company’s stock to officers and directors. As
of December 31, 2011 (Successor), options for 193,600 shares of common stock were outstanding and options for 698,859 shares
of common stock remained available for future issuance; however, pursuant to the Equity Incentive Plan, no option may be
granted after February 21, 2012 and the Equity Incentive Plan has expired. In addition, there were 566,071 options which were
assumed under various plans from previously acquired financial institutions, none of which remain outstanding. Grants of options
were made by the Board of Directors or the Compensation/Human Resources Committee of the Board. All grants were made with
an exercise price at no less than fair market value on the date of grant and must be exercised no later than 10 years from the date
of grant.

A summary of the activity of the Company’s stock option plans, including the weighted average exercise price (“WAEP”),
for each period is presented below:

Successor Predecessor
Company Company
Period of Jan. 29 Period of Jan. 1 Year Ended Year Ended
to Dec. 31, 2011 to Jan. 28, 2011 Dec. 31, 2010 Dec. 31, 2009
Shares WAEP Shares WAEP Shares @ WAEP  Shares WAEP
Outstanding options, beginning
of period 297,880 $ 12.11 297,880 $ 12.11 366,583 $ 11.76 377,083 $ 11.71
Granted - - - - 19,250 438 - -
Exercised - - - - - - - -
Forfeited and expired (104,280) 10.26 — - (87,953) 8.93  (10,500) 10.09 -
Outstanding options, end of period 193,600 § 13.11 297,880 $§ 12.11 297,880 $ 12.11 366,583 $ 11.76
Options exercisable at end of period 180,000 $ 1359} 226,430 $ 13.53 226,430 $ 13.53 285983 $ 12.33
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The following table summarizes information about the Company’s stock options as of December 31, 2011 (Successor):

Weighted Average
Number Remaining Contractual Number Intrinsic
Exercise Price Outstanding Life in Years Exercisable Value
$3.85~%6.00 . - .. 59,850 - 7.39 47,850 $ -
$6.01 — $9.00 : ‘ ' - - -~ -
$9.01 - $12.00 . ‘ - 2,500 o 6.15 2,500 -
$12.01 - $15.00 o ¢ 16,000 576 - 14,400 -
$15.01 ~$18.00 C T 64,000 - i 3.10 ’ 64,000 -
$18.01 - $18.37 C . 51,250 . .2.99 51,250 —

- 193,600 4.66 : 18'(),()00 $ -

The fair values of optlons granted are estimated on the date of the grants using the Black-Scholes option pricing model.
Option pricing models require the use of highly subjective assumptions, including expected stock volatility, which when changed
can materially affect fair value estimates. The expected life of the options used in this calculation is the period the options are
expected to be outstanding. Expected stock price volatility is based on the historical volatility of the Company’s common stock
for a period approximating the expected life; the expected dividend yield is based on the Company’s historical annual dividend
payout; and the risk-free rate is based on the implied yield available on U.S. Treasury issues. The following weighted-average
assumptions were used in determining fair value for options granted for each period presented:

Assumptions ' 2011 2010 2009

Dividend yield " -~ - -
Expected volatility ' = 33.0% -
Risk-free interest rate - - 3.1% -
Expected life , - 7 years -

The weighted average fair value of options granted for the year ended December 31, 2010 (Predecessor) was $1.80. There
were no options granted in the period from January 29, 2011 to December 31, 2011 (Successor), the perlod from January 1, 2011
to January 28, 2011 (Predecessor) or the year ended December 31 2009 (Predecessor)

For the period from January 29, 2011 to December 31, 2011 (Successor), the period‘ from January 1, 2011 to January 28,
2011 (Predecessor) and the years ended December 31, 2010 and 2009 (Predecessor), the Company recorded total compensation
expense related to stock options of $78,000, $5,000, $54,000 and $50,000, respectively, related to stock options. On January 28,
2011, vesting was accelerated on certain outstanding stock options in connection with the controlling investment in the Company
made by CBF. See Note 2 (CBF Investment) for more details.

Restricted Stock

Pursuant to the Equity Incentive Plan, the Board of Directors may grant restricted stock to certain employees and Board
members at its discretion. There have been no restricted stock grants since 2008, and the Equity Incentive Plan expired on
February 21, 2012. Nonvested shares were subject to forfeiture if employment was terminated prior to the vesting dates. The
Company expensed the cost of the stock awards, determined to be the fair value of the shares at the date of grant, ratably over the
period of the vesting. : : :

Nonvested restricted stock activity for the year ended December 3 1, 2011 is summarized in the following table:

Weighted Avg.
Grant Date
Shares Fair Value
Nonvested at begmmng of period 11,700 $ 6.00
Granted . : . ’ - -
Vested ' . oL : (11,700) 6.00
Nonvested at end of period - $ -
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Total compensation expense related to these restricted stock awards for the period of January 29 to December 31, 2011
(Successor), the period of January 1, 2011 to January 28, 2011 (Predecessor) and the years ended December 31, 2010 and 2009
(Predecessor) totaled $68,000, $2,000, $106,000 and $109,000, respectively. On January 28, 2011, vesting was accelerated on
certain outstanding nonvested restricted shares in connection with the controlling investment in the Company made by CBF. See

Note 2 (CBF Investment) for more details.

Deferred Compensation for Non-employee Directors

The Company administered the Capital Bank Corporation Deferred Compensation Plan for Outside Directors (“Deferred
Compensation Plan™). Eligible directors may have elected to participate in the Deferred Compensation Plan by deferring all or
part of their directors’ fees for at least one calendar year, in exchange for common stock of the Company. If a director did not
elect to defer all or part of his fees, then he was not considered a participant in the Deferred Compensation Plan. The amount
deferred was equal to 125 percent of total director fees. Each participant was fully vested in his account balance. The Deferred
Compensation Plan provides for payment of share units in shares of common stock of the Company after the participant ceased to

serve as a director for any reason.

Upon closing of the CBF Investment, the Deferred Compensation Plan was terminated and all phantom shares in the Plan
were distributed to the participants. For the period of January 29, 2011 to. December 31, 2011 (Successor), the period of January
1, 2011 to January 28, 2011 (Predecessor) and the years ended December 31, 2010 and 2009 (Predecessor), the Company
recognized stock-based compensation expense of $0, $35 thousand, $576 thousand and $543 thousand, respectively, related to the

Deferred Compensation Plan.

15. Income Taxes

Income taxes charged to operations consisted of the following components for each period presented:

Successor Predecessor
Company Company
Jan. 29,2011 Jan. 1, 2011 Year Year
to to Ended Ended

(Dollars in thousands) Dec. 31,2011 Jan. 28,2011  Dec. 31,2010 Dec. 31, 2009
Current income tax expense (benefit) $ (3,134) - $ 272) $ (2,305)
Deferred income tax expense (benefit) 3,415 ~ 15,396 (4,708)
Total income tax expense (benefit) $ 281 -~ $ 15,124 § (7,013)

~ A reconciliation of the difference between income tax expense (benefit) and the amount computed by applying the statutory

federal income tax rate for each period presented is as follows:

Successor Predecessor
Company Company
Jan. 29, 2011 Jan. 1,2011 Year Year
i \ to to Ended Ended
Amount Computed Dec. 31, 2011 Jan. 28,2011 Dec. 31,2010 Dec. 31,2009
(Dollars in thousands)
Tax expense (benefit) at statutory rate on net income :

(loss) before taxes $ 1,942 | § 203 § (15,756) $ (4,702)
State taxes, net of federal benefit " 100 41 (1,894) (558)
Increase (reduction) in taxes resulting from: R

Valuation allowance on deferred tax asset - (187) 31,821 -

Tax exempt interest (296) &) (945) (1,184)

Nontaxable BOLI income - 3) (238) (622)

- Taxable income on BOLI surrender - - 1,981 -

Equity i income from investment in Capital Bank,

NA (1,416) - - ~

Other, net (49) 3 155 53

$ 281 $ -8 15,124 § (7,013)
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Successor Predecessor
Company » Company
Jan. 29, 2011 Jan. 1, 2011 Year Year
to to Ended Ended
Percent of Pretax Income (Loss) Dec. 31, 2011 Jan. 28, 2011 Dec. 31,2010  Dec. 31, 2009
Tax expense (benefit) at statutory rate on net income
(loss) before taxes 35.00% 34.00% 34.00% 34.00%
State taxes, net of federal benefit 1.81 6.90 4.09 4.03
Increase (reduction) in taxes resulting from: '
Valuation allowance on deferred tax asset - (31.33) (68.67) -
Tax exempt interest 5.34) | - (9.58) 2.04 8.56
Nontaxable BOLI income - (0.58) 0.51 4.50
“ Taxable income on BOLI surrender — - 4.27) -
Equity income from investment in Capital
Bank, NA (25.52) - 4.27) -
Other, net (0.88) 0.59 (0.34) (0.38)
5.07% - (32.64)% 50.71%

Significant components of deferred tax assets and liabilities as of December 31, 2011 (Successor) and 2010 (Predecessor)

were as follows:

Successor Predecessor
Company Company
(Dollars in thousands) Dec. 31,2011 Dec. 31,2010
Deferred tax assets:
Allowance for loan losses $ -1 14,143
ORE valuation adjustments - 666
Intangible assets - 1,808
" Net unrealized loss on investment securities - 790
Deferred compensation = 2,632
Deferred rent o - 335
Nonaccrual interest - 323
Deferred gain on sale-leaseback - 318
Stock offering costs - -
Net operating loss carryforwards - 11,587
AMT credit carryforward - 1,831
Other - 304
Gross deferred tax assets before valuation allowance - 34,737
Less: valuation allowance - (31,821)
Gross deferred tax assets after valuation allowance - 2,916
Deferred tax liabilities:
Purchase accounting adjustment (5,215) -
Depreciation - 1,202
FHLB stock dividends - 343
Net unrealized gain on investment securities - -
Deferred loan origination costs - 719
Prepaid expenses - 515
Other - 137
Gross deferred tax liabilities (5,215) 2,916
Net deferred tax asset $ (5,215) | $ =
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As of December 31, 2011 (Successor) and 2010 (Predecessor), the Company had net deferred tax liabilities and assets before
valuation allowance of $5.2 million and $31.8 million, respectively. A valuation allowance is provided when it is more likely
than not that some portion of the deferred tax asset will not be realized. Due to a cumulative three-year, pre-tax loss position,
significant net operating lossés in 2010 (Predecessor), and ongoing stress on the Company’s financial performance from elevated
credit losses, the Company fully reserved its deferred tax assets as of December 31, 2010 (Predecessor). A cumulative loss
position makes it more difficult for management to rely on future earnings as a reliable source of future taxable income to realize
deferred tax assets. In future periods, the Company may be able to reduce some or all of the valuation allowance upon a
determination that it will be able to realize such tax savings.

The Company and its subs1d1ar1es are subJect to U.S..federal income tax as well as North Carohna income tax. The Company
has concluded all U.S. federal income tax matters for years through.2008. :

16. Derivative Instruments

Due to the Bank Merger, the Company had no derivative instruments as of December 31, 2011 (Successor). Prior to the Bank
Merger, the Company entered into interest rate lock commitments with customers and commitments to sell mortgagesto
investors. The period of time between the issuance of a mortgage loan commitment and the closing and sale of the mortgage loan
was generally less than 60 days. Interest rate lock commitments and forward loan sale commitments represented derivative
instruments which were carried at fair value. These derivative instruments did not qualify for hedge accounting. The fair values of
the Company s interest rate lock commitments and forward loan sales commitments were based on current secondary market-
pricing and were included on the Condensed Consolidated Balance Sheets in mortgage loans held for sale and on the Condensed
Consolidated Statements of Operations in mortgage. ongmatlon and other loan fees : :

As of December 31, 2010 (Predecessor), the Company had $10 3 million of commitments outstanding to originate mortgage
loans held for sale at fixed rates and $17.3 million of forward commitments under best efforts contracts to sell mortgages to four
different investors. The fair value of the interest rate lock commitments and forward loan sales commitments were not considered
material as of December 31,2010 (Predecessor). Thus there was no- 1mpact to the Condensed Consohdated Statements of
Operations at that date. : »

17. Commitments, Contingencies and Concentrations of Credit Risk

Due to the Bank Merger, the Company had no outstanding commitments or contingencies as of December 31, 2011 -
(Successor). Prior to the Bank Merger, the Company was party to financial instruments with off-balance-sheet risk in the normal
course of business. These financial instruments were comprised of various typés of commitments to extend credit, including
unused lines of credit and overdraft lines, as well as standby letters of credit. These instruments involved, to Varymg degrees,
elements of credit risk in excess of the amount recognized in the balance sheet.

Prior to the Bank Merger, the Company’s exposure to credit loss in the event of nonperformance by the other party was
represented by the contractual amount of those instruments. The Company used the same credit policies in making these
commitments as it had for on-balance-sheet instruments. The-amount of collateral obtained, if deemed necessary by the
Company, upon extension of credit was based on management’s credit evaluation of the borrower. Collateral held varied but
included trade accounts receivable, property, plant and equipment, and income-producing commercial properties. Since many
unused lines of credit expired without bemg drawn upon the total comnutment amounts did not necessanly represent future cash
requirements. ; : e

The Company’s exposure to off-balance-sheet credit risk as of December 31, 2010 (Predecessor) was as follows:

Predecessor
: : . : Company
(Dollars in thousands) o Coen T Dec. 31, 2010
Commitments to extend credit ' » o : B : $ 175,318
Standby letters of credit ’ ‘ ' 10,285
Total commitments ’ ' $ 185,603
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Due to the Bank Merger, the Company reported no loans on its Consolidated Balance Sheet as of December 31, 2011
(Successor). Prior to the Bank. Merger, the. majority of the Company’s. lending was concentrated in Alamance, Buncombe,
Catawba, Chatham, Cumberland, Granville, Johnston, Lee and Wake counties in North Carolina, and economic conditions in
those and surrounding counties significantly impacted the ability of borrowers to repay their loans. As of December 31, 2010
(Predecessor), $1.07 billion (85%) of the total loan portfolio was secured by real estate, including commercial owner occupied
loans. The credits in the loan portfolio were diversified, and the Company did not have significant concentrations to any one
credit relationship.

Further, the Company had limited partnership investments in two related private investment funds which totaled $1.8 million
as of December 31, 2010 (Predecessor). These investments were recorded on the cost basis and were included in other assets on
the Condensed Consolidated Balance Sheet. Remaining capital commitments to these funds totaled $1.6 million as of December
31, 2010 (Predecessor).

18. Fair Value
Fair Value Measurements '.

The Company utilizes fair value measurements to record fair value adjustments to certain assets and liabilities and to
determine fair value disclosures. Prior to the Bank Merger, investment securities, available for sale, were recorded at fair value on
a recurring basis: Additionally, prior to the Bank Merger; the Company may have been required to record at fair value other assets
on a nonrecurring basis, such as loans held for sale; impaired loans and certain other assets. These nonrecurring fair value
adjustments typically involved application of lower of cost or market accounting or write-downs of individual assets. The
following is a description of valuation methodologies used for assets and liabilities recorded at fair value.

Prior to the Bank Merger, investment securities, available for sale, were recorded at fair value on a recurring basis. Fair value
measurement was based upon quoted prices, if available..If quoted prices. were not available, fair values were measured using
independent pricing models or other model-based valuation techniques such as the present value of future cash flows, adjusted for
the security’s credit rating, prepayment assumptions and other factors such as credit loss assumptions. Level 1 securities included
those traded on an active exchange, U.S. Treasury securities that were traded by dealers or brokers in active over-the-counter
markets, and money market funds. Level 2 securities included mortgage-backed securities issued by government sponsored
entities and corporate entities as well as municipal bonds. Securities classified as Level 3 included corporate debt instruments that
were not actively traded and where certain assumptlons wete used to calculate fair value.

Mortgage loans held for sale were camed at the lower of cost or estimated fair value. The fair values of mortgage loans held
for sale were based on commitments on hand from investors within the secondary market for loans with similar
characteristics. As such, the fair value adjustment for mortgage loans held for sale were classified as nonrecurring Level 2.

Prior to the Bank Merger, loans were not recorded at fair value on a recurring basis. However, certain loans were determined
to be impaired,-and those loans were charged down to estimated fair value. The fair value of impaired loans that were collateral
dependent was based on collateral value. For impaired loans that were not collateral dependent, estimated value was based on
either an observable market price, if available, or.the present value of expected future cash flows. Those impaired loans not
requiring a charge-off represent loans for which the estimated fair value exceeds the recorded investments in such loans. When
the fair;value-of an impaired loan was based on an observable market price or a-current appraised value with no adjustments, the
Company recorded the impaired loan as nonrecurring Level 2. When an appraised value was not available, or management
determined the fair value of the collateral was further impaired below the appraised value, and there was no observable market
price, the Company classified the impaired loan as nonreeurring Level 3.

Prior to the Bank Merger, other real estate, which includes foreclosed assets, was adjusted to fair value upon transfer of loans
and premises to other real estate. Subsequently, other real estate was carried at the lower of carrying value or fair value. Fair value
was based upon independent market prices, appraised values of the collateral or management’s estimation of the value of the
collatéral. When the fair value of the collateral was baséd on an observable market price or a current appraised value, the
Company recorded other real estate as nonrecurring Level 2. When an appraised value was not available, or management
determines the fair value of the collateral was further impaired below the appraised value, and there was no observable market
price, the Company classified other real estate as nonrecurring Level 3.

Assets and liabilities measured at fair value on a recurring basis as of December 31, 2010 (Predecessor) are summarized
below:
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Predecessor Company
Significant Other  Significant

Quoted Pricesin - Observable Unobservable
v . S - . Active Markets . Inputs . Inputs
December 31, 2010 ' (Level 1) (Level 2) (Level 3) . Total
(Dollars in thousands)
Investment securities — available for sale:. . « B _ D
_ U.S. agency obligations o 8 : - % 18,934 § - $ 18,934
Municipal bonds ‘ = - 21,009 ' - 21,009
Mortgage-backed securities 1ssued by GSEs Ry -~ 165423 . . - 165,423
- .Non-agency mortgage-backed securities . . . - - . 6,587 . . B . 6,587
Other securities _ o , 1,738 . - 1,300 , 3,038

Total $ 1,738 $ 211,953 § 1,300 $ 214,991
' : : : R L . S
The table below presents a reconciliation and income statement classification of gains and-losses for all assets measured at fair
value on a recurring basis using significant unobservable inputs (Level 3) for each period presented:

. Successor Predecessor
.. Company Company
Jan. 29, 2011 Jan. 1, 2011 Year Year
o S coo to! to Ended Ended
(Dollars in thousands) o Dec. 31, 2011 Jan. 28,2011  Dec. 31, 2010 .- Dec. 31, 2009
Balance at beginning of period : $ 1,107 } $ 1,300 $ 1,300 § - 2,000
Total-unrealized losses included in: o :
Net.income (loss) . - - - - (498)
Other comprehensive income (loss) - (193) - (202)
Purchases, sales and issuances, net - - - -
Transfers into Level 3 - — o= -
Merger of Old Capital Bank into Capital Bank, NA (1,107) - — , —
Balance at end of period $ -18$ 1,107 $ 1,300 $§ - 1,300

Assets and liabilities measured at falr value on a nonrecurring basis as of December 31 2010 (Predecessor) are summanzed
below:

Predecessor Company
Significant Other Significant

Quoted Prices in Observable Unobservable

Active Markets Inputs Inputs o
December 31, 2010 (Level 1) (Level 2) (Level3) '~ Total
(Dollars in thousands)
Impaired loans s ‘ -8 61,006 $ 14985 $ 75,990
Other real estate ’ : ‘ ' ‘ - 18,334 I 18,334

Fair Value of Financial Instruments

Due to the nature of the Company s business, a significant portlon of its assets and liabilities cons1st of ﬁnanc1a1 1nstruments.
Accordlngly, the estimated fair values of these ﬁnancnal instruments are disclosed. Quoted market prices, if available, are utilized
as an estimate of the fair value of financial instruments. Because no quoted market prices exist for a significant part of the .
Company s financial instruments, the fair value of such instruments has been derived based on management’s assumptions with
respect to future economic conditions, the amount and tlmlng of future cash flows and estimated discount rates. Different '
assumptions could s1gmﬁcantly affect these estimates. Accordmgly, the net amounts ultimately collected could be materially
different from the estirhates presented below. In addition, these estimates are only 1ndlcat1ve of the values of individual ﬁnanc1a1
1nstruments and should not be considered an 1nd1cat10n of the fair value of the Company taken as a whole.
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Fair values of cash and cash equivalents are equal to the carrying value. Estimated fair values of investment securities are
based on quoted market prices; if available, ot model-based values from pricing sources for mortgage-backed securities and
municipal bonds. Fair value of the loan portfolio has been estimated using the present value of expected future cash flows,
discounted at a current market rate for each loan type. The amount of expected credit losses and the timing of those losses were
factored into expected future cash. Carrying amounts for accrued interest approximate fair value given the short-term nature of
interest receivable and payable. : : :

Fair values of time deposits and borrowings are estimated by discounting the future cash flows using the current rates offered
for similar deposits and borrowings with the same remaining maturities. Fair value of subordinated debt is estimated based on
current market prices for similar trust preferred issues of financial institutions with equivalent credit risk. The estimated fair value
for the Company’s subordinated debt is'significantly lower than carrying value since credit spreads (i.e., spread to LIBOR) on
similar trust preferred issues are currently much wider than when these securities were originally issued. Interest-bearing deposit
liabilities and repurchase agreements with no stated maturities are predominately at variable rates and, accordmgly, the fair values
have been estimated to equal the carrying amounts (the amount payable on demand).

The cafrying values and estimated fair values of the Company’s financial instruments as of December 31, 2011 (Successor)
and December 31, 2010 (Predecessor) were as follows:

Successor Predecessor
- Company Company
(Dollars in thousands) ) Dec. 31, 2011 Dec. 31, 2010
" Carrying Estimated Carrying Estimated
Amount Fair Value Amount Fair Value
Financial Assets: ' : .
Cash and cash equivalents $ 2,163 $ 2,163 1 % 66,745 $ 66,745
Investment securities - — 223,292 223,292
Mortgage loans held for sale - - ' 6,993 6,993 -
Loans - - 1,218,418 1,146,256
Accrued interest receivable 11 11 5,158 - 5,158
Financial Liabilities: :
Non-maturity deposits - % -8 -19 469,956 $ 469,956
Time deposits - - 873,330 885,105
Borrowings ’ - - 121,000 126,787
Subordinated debentures - _ .. 19,163 22,205 34,323 . 19,164
Accrued interest payable 73 73 1,363 1,363
Unrecognized financial instruments: -
Commitments to extend credit ’ $ - - 8 -18$ 175,318 $ 167,817
Standby letters of credit _ -~ - 10,285 10,285

19. TARP Capital Purchase Program

On December 12, 2008, the Company entered into a Securities Purchase Agreement—Standard Terms (“Securities Purchase
Agreement”) with the Treasury pursuant to which, among other things, the Company sold to the Treasury for an aggregate
purchase price of $41.3 million, 41,279 shares of Series A Preferred Stock and warrants to purchase up to 749,619 shares of
common stock (“Warrants™) of the Company.

The Series A Preferred Stock ranked senior to the Company’s common shares and paid a compounding cumulative dividend,
in cash, at a rate of 5% per annum for the first five years, and 9% per annum thereafter on the llquldatlon preference of $1,000 per
share. While the Series A Preferred Stock was outstanding, the Company was prohibited from paying any dividend with respect
to shares of common stock or repurchasing or redeeming any shares of the Company’s common shares unless all accrued and
unpaid dividends were paid on the Series A Preferred Stock for all past dividend periods. The Series A Preferred Stock was non-
voting, other than class voting rights on matters that could adversely affect the Series A Preferred Stock. The Series A Preferred
Stock was callable at par after three years. In connection with the adoption of ARRA, subject to the approval of the Treasury and
the Federal Reserve, the Company could redeem the Series A Preferred Stock at any time regardless of whether or not it had
replaced such funds from any other source. The Treasury may also have transferred the Series A Preferred Stock to a third party
at any time. The Series A Preferred Stock qualified as Tier 1 capital in accordance with regulatory capital requirements (See Note
20 — Regulatory Matters and Restrictions).
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The Warrants had a term of 10 years and were exercisable at any time, in whole or in part, at an exercise price of $8.26 per
share (subject to certain anti-dilution adjustments). SR

The $41.3 million in proceeds was allocated to the Series A Preferred Stock and the Warrants based on their relative fair
values at issuance (approximately $40.0 million was allocated to the Series A Preferred Stock and approximately $1.3 million to
the Warrants). The difference between the initial value allocated to the Series A Preferred Stock of approximately $40.0 million
and the liquidation value of $41.3 million was to be charged to retained earnings and accreted to preferred stock over the first five
years of the contract as an adjustment to the dividend yield using the effective yield method. Thus, at the end of the five year
accretion period, the preferred stock balance was to have equaled the liquidation value of $41.3 million. The amount charged to
retained earnings was deducted from the numerator in calculating basic and diluted earnings per common share. For the period of
January 29, 2011 to December 31, 2011 (Successor), the period of January 1, 2011 to January 28, 2011 (Predecessor) and the
years ended December 31, 2010 and 2009 (Predecessor), the Company recorded accretion of the preferred stock discount $0,
$24,000, $291,000, and $288,000, respectively.

The fair value of the Series A Preferred Stock was estimated using a discount rate of 11%, which approximated the dividend
yield on the S&P U.S. Preferred Stock Index on the issuance date, and an expected life of five years. The fair value of each
Warrant issued was estimated to be $1.42 on the date of issuance using the Black-Scholes option pricing model. The following
assumptions were used in determining fair value for the Warrants:

Warrant Assumptions December 12, 2008
Dividend yield 4.4%
Expected volatility 26.4%
Risk-free interest rate 2.6%
Expected life : 10 years

On January 28, 2011, in connection with the CBF Investment, all outstanding shares of Series A Preferred Stock and the
Warrants were repurchased for an aggregate purchase price of $41.3 million. The Company recognized a charge of $861,000 for
dividends and accretion on preferred stock during the period of January 1, 2011 to January 28, 2011 (Predecessor), which
reflected the difference between the carrying value of the preferred stock and its redemption price. See Note 2 (CBF Investment)

for more details on these transactions.
20. Regulatory Matters and Restrictions

The Company and the Bank are subject to various regulatory capitél requirements administered by federal and state banking
agencies. Failure to meet minimum capital requirements can initiate certain mandatory, and possibly additional discretionary,
actions by regulators that, if undertaken, could have a direct material effect on the Company’s financial position and results of

operation. Quantitative measures established by regulation to ensure capital adequacy require the Company and the Bank to
maintain minimum amounts and ratios, as set forth in the table below.

On October 28, 2010, Old Capital Bank entered into an informal Memorandum of Understanding (“MOU”) with the Federal
Depository Insurance Corporation (“FDIC”) and the North Carolina Commissioner of Banks (“NCCOB”). An MOU is
characterized by regulatory authorities as an informal action that is not published or publicly available and that is used when
circumstances warrant a milder form of action than a formal supervisory action, such as a formal written agreement or order. In
accordance with the terms of the MOU, Old Capital Bank agreed to, among other things, (i) increase regulatory capital to achieve
and maintain a minimum Tier 1 leverage capital ratio of at least 8% and a total risk-based capital ratio of at least 12%, (ii)
monitor and reduce its commercial real estate concentration, (iii) timely identify and reduce its overall level of problem loans, (iv)
establish and maintain an adequate allowance for loan losses, and (v) ensure adherence to loan policy guidelines. In addition, Old
Capital Bank had to obtain regulatory approval prior to paying any dividends to the Company. The MOU will remain in effect
until modified, terminated, lifted, suspended or set aside by the regulatory authorities. In addition, the Company consulted with
the Federal Reserve prior to payment of any dividends or interest on debt.

The FDIC’s Atlanta Regional Office terminated its involvement in the MOU effective October 29, 2011, between its Board
of Directors of Old Capital Bank, the FDIC and NC Commissioner of Banks. The termination was effective at close of business
June 30, 2011, upon the merger of Old Capital Bank with and into NAFH Bank, which was subsequently renamed Capital Bank,
National Association.
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Old Capital Bank, as a North Carolina banking corporation, could pay dividends only out of undivided profits as determined
pursuant to North Carolina General Statutes Section 53—-87. However, state and federal regulatory authorities may limit payment
of dividends by any bank for other reasons, including when it is determined that such a limitation is in the public interest and is
necessary to ensure financial soundness-of Old Capital Bank. On February 1, 2010, the Company announced that its Board of
Directors voted to suspend payment of the Company’s quarterly cash dividend to its common shareholders.

The Company and the Bank must maintain minimum capital amounts and ratios. The Company’s and the Bank’s actual
capital amounts and ratios as of December 31, 2011 (Successor) and 2010 (Predecessor) and the minimum requirements are
presented in the following table. Due to the Bank Merger, actual capital amounts and ratios are presented for Capital Bank, NA in
the successor period and Old Capital Bank in the predecessor period. : .

Successor Company

Minimum Requirements To Be:

21. Parent Company Financial Information

December 31, 2011 Actual Adequately Capitalized Well Capitalized

(Dollars in thousands) Amount Ratio Amount Ratio Amount Ratio

Capital Bank Corporation: ;

Total capital (to risk-weighted assets) $ 244,027 98.39% $ 19,841 8.00% n/a n/a

Tier I capital (to risk-weighted assets) 240,437 96.95 9,920 4.00 n/a n/a

Tier I capital (to average assets) 240,437 96.56 . 9,960 4.00 n/a n/a

Capital Bank, NA:

Total capital (to risk-weighted assets) $§ 703,801 17.07% $ 329,891 8.00% $ 412,364 10.00

Tier I capital (to risk-weighted assets) 671,444 16.28 164,945 4.00 247,418 6.00
" Tier I capital (to average assets) 671,444 10.70 250,950 4.00 313,688 5.00

Predecessor Company :
Minimum Requirements To Be:

December 31, 2010 Actual - Adequately Capitalized Well Capitalized

(Dollars in thousands) Amount Ratio Amount Ratio - Amount Ratio

Capital Bank Corporation: :

Total capital (to risk-weighted assets) $ 126,280 9.59% $§ 105,289 8.00% n/a n/a

Tier I capital (to risk-weighted assets) 106,186 8.07 52,644 400 n/a n/a

Tier I capital (to average assets) 106,186 6.45 65,858 4.00 n/a - n/a

Old Capital Bank

Total capital (to risk-weighted assets) $ 687971 16.67% $ 330,201 8.00% $§ 412,752 10.00%

Tier I capital (to risk-weighted assets) 649,523 15.74 165,101 4.00 247,651 6.00

Tier I capital (to average assets) 10.38 250,180 4.00 5.00

649,523 312,725

Condensed financial information of the bank holding company for each period presented is as follows:
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Condensed Balance Sheets

Successor Predecessor
. Company Company
(Dollars in thousands) Dec. 31, 2011 Dec. 31,2010
Assets:
Cash ~ $ 2,163 | $ 492
Investment in and advance to Capital Bank, NA 243,728 -
Equity investment in subsidiary - 105,278
Note receivable due from subsidiary 3,393 3,393
Other assets ‘ 458 - 2,178
Total assets $ 249,742 | $ 111,341
Liabilities:
Subordinated debt $ 19,163 | $ 34,323
Dividends payable - 258
Other liabilities = 5,715 72
Total liabilities 24,878 34,653
Shareholders’ equity : : 224,864 76,688
Total liabilities and shareholders’ equity $ 249,742 | $ 111,341
Condensed Statements of Operations
Successor Predecessor
Company _ Company
Jan. 29, 2011 Jan. 1, 2011 Year Year
o to to Ended Ended
(Dollars in thousands) - Dec. 31, 2011 Jan. 28, 2011 Dec. 31, 2010 Dec. 31, 2009
Dividends from wholly-ewned subsidiaries '$ -3 -3 3548 § 6,409
Undistributed net income (loss) of subsidiaries 2,050 662 (63,065) (11,245)
Equity income from investment in Capital Bank, NA 4,045 - - ~
Interest income 337 43 299 46
Interest expense 1,327 101 1,140 1,072
Other expense 285 8 88 1,974
Net income (loss) before income taxes 4,820 596 (60,446) (7,836)
Income tax expense (benefit) (447) — 1,020 (1,020)
Net loss $ 526718 596 $ (61,466) $ (6,816)
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Condensed Statements of Cash Flows

Successor Predecessor
Company Company
Jan. 29, 2011 Jan. 1, 2011 Year Year
: to : o to Ended Ended
(Dollars in thousands) Dec. 31, 2011 Jan. 28, 2011 Dec. 31, 2010 Dec. 31, 2009
Operating activities:
Net income (loss) ’ $ 526718 596 '$ (61,466) $ (6,816)
Equity in undistributed net (income) loss of B ‘
subsidiaries (2,050) (662) 63,065 11,245
Equity income from investment in Capital Bank, NA (4,045) - - -
.~ Net change in other assets and liabilities 119 34 93 1,591
Net cash provided by (used in) operating activities (709) (32) 1,692 6,020
Investing activities:
Payments for equity investments in subsidiary (182,563) 41,279 (5,065) -
Payment for note receivable due from subsidiary — — (3.393) —~
Net cash provided by (used in) investing activities (182,563) 41,279 (8,458) —
Financing activities: '
Proceeds from issuance of subordinated debt - - 3,393 -~
Proceeds from issuance of preferred stock, net of
issuance costs - - - -
Proceeds from issuance of common stock 3,885 40 5,314 700
Payments to repurchase common stock - - - -
Proceeds from CBF Investment .o - 139,771 - -
Dividends paid — — (2,972) (5,527)
Net cash provided by (used in) financing activities 3,855 139,811 5,735 . (4,827)
Net change in cash and cash equivalents (179,387) 181,058 (1,031 1,193
Cash and cash equivalents, beginning of year 181,550 492 1,523 330
Cash and cash equivalents, end of year ’ $ 2,163 | $ 181,550 $ 492§ 1,523

22. Selected Quarterly Financial Data (Unaudited)

Selected unaudited results of operations for each period presented are as follows:

-124 -



Capital Bank Corporation — Notes to Consolidated Financial Statements

Successor Predecessor
Resuits of Operations Company : Company
Three Months Three Months Three Months Jan. 29, 2011 Jan.1, 2011
Ended Ended Ended to to

(Dollars in thousands except per share data) = Dec. 31,2011 Sep. 30,2011  Jun. 30,2011 Mar. 31,2011 | Jan. 28,2011
2011 .
Net interest income (loss) $ 277) $ (270) $ 15439 § 10,021 | $ 3,959
Provision for loan losses o= ' - 1,283 167 | 40
Noninterest income 1,762 2,283 -2,065 - 1252 < 832
Noninterest expense 175 76 12,797 - 12,229 4,155
Net income (loss) before taxes ™ - 1,310 -+ 1,937 -7 3424 (1,123) 596
Income tax expense (benefit) (168) 117) 1,115 - (549) —
Net income (loss) 1,478 2,054 2,309 “(574) 596
Dividends and accretion on preferred stock - - - —~ 861
Net income (loss) attributable to common . i

shareholders $ 1,478 § 2,054 $ 2,309 § (579)| $ (265)
Earnings (loss) per share — basic $ 0.02 § 002 $ 003 $ 0.01)1 $ (0.02)
Earnings (loss) per share — diluted $ 002 § 002 § 003 $ (0.01)} $ (0.02)

Predecessor Company
Three Months Ended

(Dollars in thousands except per share data) " December 31  September 30 June 30 March 31
2010
Net interest income $ 12,287  $ 13,382 $ 12,744 $ 12,550
Provision for loan losses 20,011 6,763 20,037 11,734
Noninterest income 8,004 2,500 2,514 2,531
Noninterest expense 15,129 14,210 12,380 12,590
Net loss before taxes (14,849) (5,091) (17,159) (9,243)
Income tax expense (benefit) 18,634 3,975 (3,576) (3,909)
Net loss (33,483) (9,066) (13,583) (5,334)
Dividends and accretion on preferred stock 589 588 589 589
Net loss attributable to common shareholders $ (34,072) $ (9,654) $ (14,172) $ (5,923)
Earnings (loss) per share — basic $ 2.59) $ 0.74) $ (1.09) § (0.49)
Earnings (loss) per share — diluted $ (2.59) $ (0.74) $ (1.09) $ (0.49)
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Report of Independent Registered Certified Public Accounting Firm

To the Board of Directors and Shareholders
of Capital Bank Corporation :

In our.opinion, the accompanying consolidated statements of operations, changes in shareholders' equity and comprehensive
income, and cash flows for the period January 1, 2011 to January 28, 2011 present fairly, in all material respects, the results of
operations and cash flows of Capital Bank Corporation and its subsidiaries (Predecessor Company) for the period January 1, 2011
to January 28, 2011 in conformity with accounting principles generally accepted in the United States of America. These financial
statements are the responsibility of the Company’s management. Qur responsibility is to express an opinion on these financial
statements based on our audit. We conducted our audit of these statements:in accordance with the standards of the Public -
Company Accounting Oversight Board (United States). Those standards require that we plan and perform the audit to obtain
reasonable assurance about whether the financial statements are free of material misstatement. An audit includes examining, on a.
test basis, evidence supporting the amounts and disclosures in the financial statements, assessing the accounting principles used -
and significant estimates made by management and evaluating the overall financial statement presentation. We beheve that our
audit prov1des a reasonable bas1s for our opmlon .

Is/ PrlcewaterhouseCoopers LLP

Ft Lauderdale FL
April 9,2012.
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Report of Independent Registered Certified Public Accounting Firm

To the Board of Directors and Shareholders
of Capital Bank Corporation

In our opinion, the accompanying consolidated balance sheet as of December 31, 2011 and the related consolidated statements of
operations, changes in shareholders' €quity and comprehensive income, and cash flows for the period January 29, 2011 to
December 31, 2011 present fairly, in all material respects, the financial position of Capital Banik Corporation and its subsidiaries
(Successor Company) at December 31, 2011 and the results of their operations and their cash flows for the period January 29,
2011 to December 31, 2011 in conformity with accounting principles generally accepted in the United States of America. These
financial statements are the responsibility of the Company’s management. Our responsibility is to express an opinion on these
financial statements based on our audit. We conducted our audit of these statements in accordance with the standards of the
Public Company Accountmg Oversight Board (United States). Those standards require that we plan and perform the andit to
obtain reasonable assurance about whether the financial statements are free’ ‘of material misstatement. An audlt mcludes
examining, on a test basis, evidence supporting the amounts and disclosures in the ﬁnanc1a1 statements, assessing the accounting
principles used and significant estimates made by management, and evaluating the overall financial statement presentation. We
believe that our audit provides a reasonable basis for our opinion.

Isl PricewaterhouseCoopersvLLP

Ft. Lauderdale, FL
April 9, 2012
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Report of Independent Registered Public Accounting Firm

Board of Directors and Shareholders
Capital Bank Corporation and Subsidiaries

We have audited the accompanying consolidated balance sheet of Capital Bank Corporation (the Company) and Subsidiaries as of
December 31, 2010, and the related consolidated statements of operations, changes in shareholders’ equity and comprehensive
loss and cash flows for the year ended December 31, 2010, These consolidated financial statements are the responsibility of the
Corporation’s management. Qur responsibility is to express an opinion on these consolidated financial statements based on our
audit.

We conducted our audit in accordance with the standards of the Public Company Accounting Oversight Board (United States),
Those standards require that we plan and perform the audit to obtain reasonable assurance about whether the financial statements
are free of material misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and disclosures ,
in the financial statements. An audit also includes assessing the accounting principles used and significant estimates made by
management, as well as evaluating the overall financial statement presentation. We believe that our audit provides a reasonable
basis for our opinion. ‘

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the financial position
of Capital Bank Corporation and Subsidiaries as of December 3 1, 2010 and the results of their operations and their cash flows for
the year ended December 31, 2010, in conformity with accounting principles generally accepted in the United States of America.

We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board (United States), of
Capital Bank Corporation and subsidiaries’ internal control over financial reporting as of December 31, 2010, based on criteria
established in Internal Control—Integrated Framework issued by the Committee of Sponsoring Organizations of the Treadway
Commission (COSO) and our report dated March 15, 2011, expressed an unqualified opinion (not included herein) on the
effectiveness of Capital Bank Corporation’s internal control over financial reporting.

/s/ ELLIOTT DAVIS PLLC

Charlotte, North Carolina
March 15, 2011
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Report of Independent Registered Public Accounting Firm

Board of Directors and Shareholders
of Capital Bank Corporation and Subsidiaries

We have audited the accompanying consolidated statements of operations, changes in shareholders’ equity and comprehensive
loss and cash flows for the year ended December 31, 2009 of Capital Bank Corporation (a North Carolina corporation) and
subsidiaries (the “Company™) as of Decémber 31, 2009. These consolidated financial statements are the responsibility of the
Corporation’s management. Our responsibility is to express an opinion on these consohdated financial statements based on our
audlt

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board (United States).

* Those standards require that we plan and perform the audits to obtain reasonable assurance about whether the financial statements
are free of material misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and disclosures
in the financial statements. An audit also includes assessing the accounting principles used and significant estimates made by
managemient, as well as evaluating the overall ﬁnancnal statement presentation. We beheve that our audlts provide a reasonable
basis for our opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, Capltal Bank
Corporatlon and subsidiaries as results of its operations and its cash flows for the year ended December 31 2009, in conformity
with accounting prmc1p1es generally accepted in the Umted States of Amenca

/s' GRANT THORNTON LLP

Raleigh, North Carolina
March 10, 2010
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ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON. ACCOUNTING AND FINANCIAL
DISCLOSURE

None.
ITEM 9A. CONTR(“)LS‘AND PROCEDURES

Evaluation of Disclosure Controls and Procedures. The Company’s management, under the supervision of and with the
participation of the Company’s Chief Executive Officer and Chief Financial Officer, has evaluated the effectiveness of the
Company’s disclosure controls and procedures, as such term is defined in Rules 13a-15(e) and 15d-15(¢) under the Exchange Act,
as of the end of the period covered by this report. Our disclosure controls and procedures were designed to provide reasonable
assurance of achieving their control objectives. Based on our evaluation, the Company’s Chief Executive Officer and the Chief
Financial Officer have concluded that, as of the end of the penod covered by this report, the Company s disclosure controls and
procedures are effective at the reasonable assurance level, in that they are reasonably designed to ensure that all material
information relating to the Company requlred to be included in the Company’s reports filed or submitted under the Exchange Act
is recorded, processed, summarized and reported within the time periods specified in the rules and forms of the SEC, and that
such information is accumulated and communicated to the Company’s management, including the Company’s Chief Executive
Officer and Chief Financial Officer, as appropriate to allow timely decisions regarding required disclosure.

Changes in Internal Control Over Financial Reporting. There have not been any changes in the Company’s internal control
over financial reporting, as such term is defined in Rules 13a-15(f) and 15d-15(f) under the Exchange Act, during the Company’s
fiscal quarter ended December 31, 2011 that have materially affected, or are reasonably likely to materially affect, the Company’s
internal control over financial reporting. From time to time, the Company makes changes to its internal control.over financial
reporting that are intended to enhance the effectiveness of its internal control over financial reporting and which do not have a
material effect on its overall internal control over financial reporting.

Management’s Report on Internal Control Over Financial Reporting. The Company’s management is responsible for
establishing and maintaining adequate internal control over financial reporting, as that term is defined in Rules 13a-15(f) and 15d-
15(f) under the Exchange Act. The Company’s internal control over financial reporting was designed to provide reasonable
assurance regarding the reliability of financial reporting and the preparation of financial statements for external purposes in
accordance with accounting principles generally accepted in the United States.

Because of its inherent limitations, internal control over financial reporting may not prevent or detect misstatements, Also,
projections of any evaluation of effectiveness to future periods are subject to the risk that controls may become inadequate
because of changes in conditions, or that the degree of compliance with policies or procedures may deteriorate.

Management has assessed the effectiveness of the Company’s internal control over financial reporting as of December 31,
2011. Management based its assessment on the criteria for effective internal control over financial reporting set forth by the
Committee of Sponsoring Organizations of the Treadway Commission in Internal Control—Integrated Framework. Based on this
assessment, management concluded that, as of December 31, 2011, the Company maintained effective internal control over
financial reporting.

Limitations on the Effectiveness of Controls. A company’s internal control over financial reporting includes those policies
and procedures that (i) pertain to the maintenance of records that, in reasonable detail, accurately and fairly reflect the
transactions and dispositions of the assets of the company; (ii) provide reasonable assurance that transactions are recorded as
necessary to permit preparation of financial statements in accordance with generally accepted accounting principles, and that
receipts and expenditures of the company are being made only in accordance with authorizations of management and directors of
the company; and (iii) provide reasonable assurance regarding prevention or timely detection of unauthorized acquisition, use, or
disposition of the company’s assets that could have a material effect on the financial statements.

Further, the design of disclosure controls and internal control over financial reporting must reflect the fact that there are
resource constraints, and the benefits of controls must be considered relative to their costs. Because of the inherent limitations in
all control systems, no evaluation of controls can provide absolute assurance that all control issues and instances of fraud, if any,
within the Company have been detected. The Company plans to continue to evaluate the effectiveness of its disclosure controls
and procedures and its internal control over financial reporting on an ongoing basis and will take action as appropriate.
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ITEM 9A(T). CONTROLS AND PROCEDURES
Not applicable.

ITEM 9B. OTHER INFORMATION
Not applicable.

PART III

This Part incorporates certain information from the definitive proxy statement (the “2012 Proxy Statement”) for the
Company’s 2012 Annual Meeting of Shareholders, to be filed with the SEC within 120 days after the end of the Company’s fiscal

year. )
ITEM 10. DIRECTORS, EXECUTIVE OFFICERS AND: COR}’ORATE GOVERNANCE

Information concerning the Company’s executive officers is included under the caption “Directors and Executive Officers”
in Part I — Item 1. Business of this report. Information concerning the Company’s directors and filing of certain reports of
beneficial ownership is incorporated by reference to.the sections entitled “Proposal 1: Election of Directors” and “Section 16(a)
Beneficial Ownership Reporting Compliance” in the 2012 Proxy Statement. Information concerning the Audit Committee of the
Company’s Board of Directors is incorporated by reference to the section entitled “Information abeut Our Board of Directors —
Board of Directors Committees — Audit Committee” in the 2012 Proxy Statement. There have been no material changes to the
procedures by which security holders may recommend nominees to the Company’s Board of Directors since the date of the -
Company’s Proxy Statement for the Company’s 2011 Annual Meeting of Shareholders.

The Company has adopted a Code of Business Conduct and Ethics (our “Code-of Ethics”) that applies to our ‘employees,
officers and directors. The complete Code of Ethics is available on our website at www.capitalbank-us.com. If at any time it is not
available on our website, we will provide a copy upon written request made to our Corporate Secretary, Capital Bank
Corporation, 333 Fayetteville Street, Suite 700, Raleigh, North Carolina 27601, telephone (919) 645-6400. Information on our
website is not part of this report. If we amend or grant any waiver from a provision of our Code of Ethics that applies to our
executive officers, we will publicly disclose such amendment or waiver as required by applicable law, including by posting such
amendment or waiver on our website at www.capitalbank-us.com or by filing a Current Report on Form 8-K.

ITEM 11. EXECUTIVE COMPENSATION

This information is incorporated by reference from the sections entitled “Compensation,” “Compensation Committee
Interlocks and Insider Participation” and “Compensation Committee Report” in the 2012 Proxy Statement.

ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT AND RELATED
STOCKHOLDER MATTERS

This information is incorporated by reference from the sections entitled “Principal Shareholders” and “Compensation —
Equity Compensation Plan Information” in the 2012 Proxy Statement.

ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS, AND DIRECTOR INDEPENDENCE

This information is incorporated by reference from the sections entitled “Director Compensation — Certain Transactions” and
“Information about Our Board of Directors” in the 2012 Proxy Statement.

ITEM 14. PRINCIPAL ACCOUNTING FEES AND SERVICES

This information is incorporated by reference from the section entitled “Proposal 2: Ratification of Appointment of Independent
Registered Public Accounting Firm — Audit Firm Fee Summary” in the 2012 Proxy Statement.
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PART IV

ITEM 15. EXHIBITS AND FINANCIAL STATEMENT SCHEDULES

@)

Financial Statements. The financial statements and information listed below are included in this report in Part II, Item 8:

Financial Statements and Information

@@

@@3)

Consolidated Balance Sheets as of December 31, 2011 (Successor) and December 31, 2010 (Predecessor)

Consolidated Statements of Operations for the Period of January 29, 2011 to December 31, 2011 (Successor), the Period
of January 1, 2011 to January 28, 2011 (Predecessor), and the Years Ended December 31, 2010 and 2009 (Predecessor)

Consolidated Statements of Changes in Shareholders’ Equity and Comprehensive Income (Loss) for the Period of
January 29, 2011 to December 31, 2011 (Successor), the Period of January 1, 2011 to January 28, 2011 (Predecessor),
and the Years Ended December 31, 2010 and 2009 (Predecessor)

Consolidated Statements of Cash Flows for the Period of January 29, 2011 to December 31, 20 1'1 (Successor), the Period
of January 1, 2011 to January 28, 2011 (Predecessor), and the Years Ended December 31, 2010 and 2009 (Predecessor)

Notes to Consolidated Financial Statements

Reports of Independent Registered Public Accounting Firm

Financial Statement Schedules. All applicable financial statement scheduies required under Regulation S-X and pursuant
to Industry Guide 3 under the Securities Act have been included in the Notes to the Consolidated Financial Statements or
in Part I Item 7. : :

Exhibits. The exhibits réquired by Item 601 of Regulation S-K are listed in the Exhibit Index immediately following the
signature pages to this report. :
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the registrant has duly caused
this report to be signed on its behalf by the undersigned, thereunto duly authorized, in Raleigh, North Carolina, on the 9th day of

April 2012. .
CAPITAL BANK CORPORATION

By: /s/ Christopher G. Marshall

Christopher G. Marshall
Chief Financial Officer
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SIGNATURES AND POWER OF ATTORNEY

KNOW ALL MEN BY THESE PRESENTS, that each person whose signature appears below constitutes and appoints R.
Eugene Taylor and Christopher G. Marshall, and each of them, with full power to act without the other, his true and lawful
attorneys-in-fact and agents, with full powers of substitution and resubstitution, for him and in his name, place and stead, in any
and all capacities, to sign any or all amendments to this report, and to file the same, with all exhibits thereto, and other documents
in connection therewith, with the Securities and Exchange Commission, granting unto said attorneys-in-fact and agents full power
and authority to do and perform each and every act and thing requisite and necessary to be done in and about the premises, as
fully for all intents and purposes as he might or could do in person, hereby ratifying and confirming all that said attorneys-in-fact
and agents, or their substitutes, may lawfully do or cause to be done by virtue hereof.

Pursuant to the requirements of the Securiﬁes Exchange Act of 1934, this report has been signed below by the following
persons on behalf of the registrant in the capacities indicated and on April 9, 2012.

Signature Title
/s/ R. Eugene Taylor President, Chief Executive Officer
R. Eugene Taylor and Chairman of the Board

(Principal Executive Officer)

/s/ Christopher G. Marshall Executive Vice President, Chief Financial Officer
Christopher G. Marshali ‘ and Director
(Principal Financial Officer and Principal
Accounting Officer)
/s/ R. Bruce Singletary Executive Vice President, Chief Risk Officer
R. Bruce Singletary and Director
/s/ Charles F. Atkins Director

Charles F. Atkins

/s/ Peter N. Foss Director
Peter N. Foss

/s/ William A. Hodges Director
William A. Hodges

/8! Oscar A. Keller, IIT Director
Oscar A. Keller, 11T
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Exhibit No.

EXHIBIT INDEX

Description

2.01

2.02

2.03

2.04

2.05

2.06

2.07

2.08

2.09

Merger Agreement, dated June 29; 2005, by and among Capital Bank Corporation and 1st State Bancorp, Inc.
(incorporated by reference to Exhibit 2.1 to the Company’s Current Report on Form 8-K filed with the SEC on
June 29, 2005) : ' :

List of Schedules Omitted from Merger Agreement included as Exhibit 2.1 above (incorporated by reference to
Exhibit 2.2 to the Company’s Current Report on Form 8-K filed with the SEC on June 29, 2005)

Agreement and Plan of Merger by and between North American Financial Holdings, Inc. and Capital Bank
Corporation, dated September 1, 2011 (incorporated by reference to Exhibit 2.3 to North American Financial
Holdings, Inc.’s Registration Statement on Form S-4 (File No. 333-176796) filed with the SEC on September
12,2011) ,

Purchase and Assumption Agreement, dated as of July 16, 2010, among the Federal Deposit Insurance
Corporation, Receiver of First National Bank of the South, Spartanburg, South Carolina, the Federal Deposit
Insurance Corporation and NAFH National Bank (Single Family Shared-Loss Agreement and Commercial

Shared-Loss Agreement included as Exhibits 4.1 5A and 4.15B thereto, respectively) (incorporated by reference

to Exhibit 2.4 to North American Financial Holdings, Inc.’s Registration Statement on Form S-4 (File No. 333-
176796) filed with the SEC on September 12, 2011)

Purchase and Assumption Agreement, dated as of July 16, 2010, among the Federal Deposit Insurance
Corporation, Receiver of Metro Bank of Dade County, Miami, Florida, the Federal Deposit Insurance
Corporation and NAFH National Bank (Single Family Shared-Loss Agreement and Commercial Shared-Loss
Agreement included as Exhibits 4.15A and 4.15B thereto, respectively) (incorporated by reference to Exhibit
2.5 to North American Financial Holdings, Inc.’s Registration Statement on Form S-4 (File No. 333-176796)
filed with the SEC on September 12, 2011)

Purchase and Assumption Agreement, dated as of July 16, 2010, among the Federal Deposit Insurance
Corporation, Receiver of Turnberry Bank, Aventura, Florida, the Federal Deposit Insurance Corporation and
NAFH National Bank (Single Family Shared-Loss Agreement and Commercial Shared-Loss Agreement
included as Exhibits 4.15A and 4.15B thereto, respectively) (incorporated by reference to Exhibit 2.6 to North .
American Financial Holdings, Inc.’s Registration Statement on Form S-4 (File No. 333-176796) filed with the
SEC on September 12, 2011)

Agreement of Merger of TIB Bank with and into NAFH National Bank, by and between NAFH National Bank
and TIB Bank, dated as of April 27, 2011(Exhibits to this agreement have been omitted pursuant to Item
601(b)(2) of Regulation S-K. A copy of any omitted exhibit will be furnished supplementally to the Securities
and Exchange Commission upon request) (incorporated by reference to Exhibit 2.7 to North American
Financial Holdings, Inc.’s Registration Statement on Form S-4 (File No. 333-176796) filed with the SEC on
September 12, 2011)

Agreement of Merger of Capital Bank with and into NAFH National Baﬁk, by aan between NAF H National
Bank and Capital Bank, dated as of June 30, 201 1(Exhibits to this agreement have been omitted pursuant to
Item 601(b)(2) of Regulation S-K. A copy of any omitted exhibit will be furnished supplementally to the

_ Securities and Exchange Commission upon request) (incorporated by reference to Exhibit 2.8 to North

American Financial Holdings, Inc.’s Registration Statement on Form S-4 (File No. 333-176796) filed with the
SEC on September 12, 2011) :

Agreement and Plan of Merger of GreenBank with and into Capital Bank, National Association, by and
between GreenBank and Capital Bank, National Association, dated as of September 7, 2011 (Exhibits to this
agreement have been omitted pursuant to Item 601(b)(2) of Regulation S-K. A copy of any omitted exhibit will
be furnished supplementally to the Securities and Exchange Commission upon request) (incorporated by
reference to Exhibit 2.9 to North American Financial Holdings, Inc.’s Registration Statement on Form S-4 (File
No. 333-176796) filed with the SEC on September 12,2011)
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Exhibit No.

Description

3.01

3.02

4.01

4.02

4.03

4.04

10.01

10.02

10.03

10.04

10.05

10.06

10.07

10.08

10.09

10.10

Articles of Incorporation of the Company, as amended (incorporated by reference to Exhibit 3.1 to the
Company’s Annual Report on Form 10-K filed with the SEC on March 15,2011)

Bylaws of the Company, as amended to date (incorporated by reference to Exhibit 3.02 to the Company’s
Annual Report on Form 10-K filed with the SEC on March 29, 2002)

Specimen Common Stock Certificate of the Company (incorporated by reference to Exhibit 4.1 to the
Company’s Registration Statement on Form S-4 (File No. 333-65853) filed with the SEC on October 19, 1998,
as amended on November 10, 1998, December 21, 1998 and February 8, 1999)

In accordance with Item 601(b) (4) (iii) (A) of Regulation S-K, certain instruments respecting long-term debt of
the registrant have been omitted but will be furnished to the SEC upon request.

Specimen Series A Preferred Stock Certificate of the Company (incorporated by reference to Exhibit 4.3 to the
Company’s Current Report on Form 8-K filed with the SEC on December 15, 2008)

Warrant to Purchase up to 749,619 Shares of Common Stock (incorporated by reference to Exhibit 4.2 to the
Company’s Current Report on Form 8-K filed with the SEC on December 15,2008)

Equity Incentive Plan (incorporated by reference to Exhibit 10.02 to the Company’s Annual Report on Form
10-K filed with the SEC on March 28, 2003)*

Form of Stock Award Agreement under the Capital Bank Corporation Equity Incentive Plan (incorporated by
reference to Exhibit 10.1 to the Company’s Current Report on Form 8-K filed with the SEC on December 28,
2007)*

Form of Incentive Stock Option Agreement under the Capital Bank Corporation Equity Incentive Plan
(incorporated by reference to Exhibit 99.3 to the Company’s Registration Statement on Form S-8 (File No. 333-

160699) filed with the SEC on July 20, 2009)*

Amended and Restated Deferred Compensation Plan for Outside Directors (incorporated by reference from
Appendix A to the Company’s Proxy Statement for Annual Meeting held on May 26, 2005)*

Amended and Restated Deferred Compensation Plan for Outside Directors, effective November 20, 2008
(incorporated by reference to Exhibit 10.4 to the Company’s Annual Report on Form 10-K filed with the SEC
on March 16, 2009)* '

Capital Bank Defined Benefit Supplemental Executive Retirement Plan (incorporated by reference to Exhibit
10.1 to the Company’s Current Report on Form 8-K filed with the SEC on May 27, 2005)*

Amended and Restated Capital Bank Defined Benefit Supplemental Executive Retirement Plan, effective
December 18, 2008 (incorporated by reference to Exhibit 10.6 to the Company’s Annual Report on Form 10-K
filed with the SEC on March 16, 2009)* :

Capital Bank Supplemental Retirement Plan for Directors (incorporated by reference to Exhibit 10.2 to the
Company’s Current Report on Form 8-K filed with the SEC on May 27, 2005)*

Amended and Restated Capital Bank Supplemental Retirement Plan for Directors, effective December 18, 2008
(incorporated by reference to Exhibit 10.8 to the Company’s Annual Report on Form 10-K filed with the SEC
on March 16, 2009)*

Amended and Restated Employment Agreement, dated September 17, 2008, by and between Capital Bank

Corporation, Capital Bank and B. Grant Yarber (incorporated by reference to Exhibit 10.1 to the Company’s
Current Report on Form 8-K filed with the SEC on September 22, 2008)*
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Exhibit No.

Description

10.11

10.12

10.13

10.14

10.15

10.16

10.17

10.18

10.19

10.20

10.21

10.22

10.22

10.23

Employment Agreement, dated January 31, 2008, by and between Michael R. Moore and Capital Bank
Corporation (incorporated by reference to Exhibit 10.2 to the Company’s Current Report on Form 8-K filed
with the SEC on January 31, 2008)*

Employment Agreement, dated January 25, 2008, by and between David C. Morgan and Capital Bank
Corporation (incorporated by reference to Exhibit 10.1 to the Company’s Current Report on Form 8-K filed
with the SEC on January 31, 2008)*

Amended and Restated Employment Agreement, dated September.17, 2008, by and between Capital Bank
Corporation, Capital Bank and Mark Redmond (incorporated by reference to Exhibit 10.2 to the Company’s
Current Report on Form 8-K filed with the SEC on September 22, 2008)*

Letter Agreement, dated November 18, 2008, by and between Capital Bank and Ralph J. Edwards (incorporated
by reference to Exhibit 10.14 to the Company’s Annual Report on Form 10-K filed with the SEC on March 10,
2010)*

Lease Agreement, dated November 16, 1999, between Crabtree Park, LLC and the Company (incorporated by
reference to Exhibit 10.02 to the Company s Annual Report on Form 10-K filed with the SEC on March 27,
2000)

Lease Agreement, dated November 1, 2005, by and between Capital Bank Corporation and 333 Ventures, LLC
(incorporated by reference to Exhibit 10 1 to the Company’s Current Report on Form 8-K filed with the SEC on
November 28, 2005) .

Agreement, dated November 2001, between Fiserv Solutions, Inc. and the Company (incorporated by reference
to Exhibit 10.08 to the Company’s Annual Report on Form 10-K filed with the SEC on March 29, 2002)

Letter Agreement, dated December 12, 2008, including Securities Purchase Agreement—Standard Terms
incorporated by reference therein, by and between the Company and the United States Department of the
Treasury (incorporated by reference to Exhibit 10.1 to the Company’s Current Report on Form 8-K filed with
the SEC on December 15, 2008)

Form of Waiver with Senior Executive Officers (incorporated by reference to Exhibit 10.2 to the Company’s
Current Report on Form 8-K filed with the SEC on December 15, 2008)

Form of Letter Agreement Limiting Executive Compensation with Senior Executive Officers (incorporated by
reference to Exhibit 10.3 to the Company’s Current Report on Form 8-K filed with the SEC on December 15,
2008)

Summary of Material Terms of the Capital Bank Annual Incentive Plan (incorporated by reference to Exhibit
10.1 to the Company’s Quarterly Report on Form 10-Q for the period ended March 31, 2008 filed with the SEC
on May 8, 2008)*

Purchase and Assumption Agreement, dated September 25, 2008, by and between Capital Bank, a wholly-
owned subsidiary of Capital Bank Corporation, and Omni National Bank (incorporated by reference to Exhibit
10.1 to the Company’s Quarterly Report on Form 10-Q for the period ended September 30, 2008 filed with the
SEC on November 7, 2008)

Real Estate Purchase Agreement, dated October 6, 2008, by and between Capital Bank, a wholly-owned
subsidiary of Capital Bank Corporation, Michael R. Moore and Viola V. Moore (incorporated by reference to
Exhibit 10.1 to the Company’s Current Report on Form 8-K filed with the SEC on October 9, 2008)

Letter of Intent, dated December 13, 2009, between Patriot Financial Partners, L.P., Patriot Financial Partners

Parallel, L.P. and Capital Bank Corporation (incorporated by reference to Exhibit 10.1 to the Company’s
Current Report on Form 8-K filed with the SEC on December 14, 2009)
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Exhibit No.

Description

10.24

10.25

106.26

10.27

10.28

10.29

10.30

10.31

10.32

10.33

10.34

21.01
23.01
23.02

31.01 -

31.02

Investment Agreement, dated November 3, 2010, among Capital Bank Corporation, Capital Bank and North
American Financial Holdings, Inc. (incorporated by reference to Exhibit 10.1 to the Company’s Current Report
on Form 8-K filed with the SEC on November 4, 2010) ,

First Amendment to Investment Agreement, dated January 14, 2011, among Capital Bank Corporation, Capital
Bank and North American Financial Holdings, Inc. (incorporated by reference to Exhibit 10.1 to the
Company’s Current Report on Form 8-K filed with the SEC on January 18, 2011)

Amendment to Amended and Restated Employment Agreement, dated J anuary 14, 2011, among Capital Bank,
Capital Bank Corporation, and B. Grant Yarber (incorporated by reference to Exhibit 10.2 to the Company’s
Current Report on Form 8-K filed with the SEC on January 18, 2011)*

Amendment to Employment Agreement, dated January 14, 2011, among Capital Bank, Capital Bank
Corporation, and Michael R. Moore (incorporated by reference to Exhibit 10.3 to the Company’s Current
Report on Form 8-K filed with the SEC on January 18, 2011)* :

Amendment to Employment Agreement, dated January 14, 2011, among Capital Bank, Capital Bank
Corporation, and David C. Morgan (incorporated by reference to Exhibit 10.4 to the Company’s Current Report
on Form 8-K filed with the SEC on January 18, 2011)*

Amendment to Amended and Restated Employment Agreement, dated January 14, 2011, among Capital Bank,
Capital Bank Corporation; and Mark Redmond (incorporated by reference to Exhibit 10.5 to the Company’s
Current Report on Form 8-K filed with the SEC on January 18, 2011)*

Contingent Value Rights Agreement dated January 28, 2011, by Capital Bank Corporation (incorporated by
reference to Exhibit 10.1 to the Company’s Current Report on Form 8-K filed with the SEC on February 1,
2011)

Registration Rights Agreement dated January 28, 2011, by and between Capital Bank Corporation and North

- American Financial Holdings, Inc. (incorporated by reference to Exhibit 10.2 to the Company’s Current Report

on Form 8-K filed with the SEC on February 1, 2011)

Form of Indemnification Agreement by and between Capital Bank Corporation and its directors and certain
officers (incorporated by reference to Exhibit 10.3 to the Company’s Current Report on Form 8-K filed with the
SEC on February 1, 2011)

Form of Indemnification Agreement by and between Capital Bank and its directors and certain officers
(incorporated by reference to Exhibit 10.4 to the Company’s Current Report on Form 8-K filed with the SEC on
February 1, 2011)

Amendment to Capital Bank Defined Benefit Supplemental Retirement Plan (incorporated by reference to
Exhibit 10.5 to the Company’s Current Report on Form 8-K filed with the SEC on February 1, 2011)*

Subsidiaries of the Registrant**
Consent of Independent Registered Public Accounting Firm**
Consent of Independent Registered Public Accounting Firm**

Certification of Chief Executive Officer Pursuant to Rule 13a-14(a) or Rule 15d-14(a), As Adopted Pursuant to
Section 302 of the Sarbanes-Oxley Act of 2002%*

Certification of Chief Financial Officer Pursuant to Rule 13a-14(a) or Rule 15d-14(a), As Adopted Pursuant to
Section 302 of the Sarbanes-Oxley Act of 2002**
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Exhibit No.  Description

32.01 Certification Pursuant to 18 U.S.C. Section 1350, As Adopted Pursuant to Section 906 of The Sarbanes-Oxley
Act of 2002. [This exhibit is being furnished pursuant to Section 906 of the Sarbanes-Oxley Act of 2002 and
shall not, except to the extent required by that act, be deemed to be incorporated by reference into any
document or filed herewith for purposes of liability under the Securities Exchange Act of 1934, as amended, or
the Securities Act of 1933, as amended, as the case may be.]**

32.02 Certification Pursuant to 18 U.S.C. Section 1350, As Adopted Pursuant to Section 906 of The Sarbanes-Oxley
Act of 2002. [This exhibit is being furnished pursuant to Section 906 of the Sarbanes-Oxley Act of 2002 and
shall not, except to the extent required by that act, be deemed to be incorporated by reference into any
document or filed herewith for purposes of liability under the Securities Exchange Act of 1934, as amended, or
the Securities Act of 1933, as amended, as the case may be.]**

101.INS XBRL Instance Document***

101.SCH XBRL Taxonomy Extension Schema Document™***

101.CAL XBRL Taxonomy Extension Calculation Linkbase Document™***

101.DEF XBRL Taxonomy Extension Definition Linkbase Document™®**

101.LAB XBRL Taxonomy Extension Label Linkbase Document***

101.PRE XBRL Taxonomy Extension Presentation Linkbase Document™**

* Represents a management contract or compensatory plan or arrangement

**  Filed herewith )

***  Users of this data are advised that pursuant to Rule 406T of Regulation S-T, the interactive data files on Exhibit 101
hereto are deemed not filed or part of a registration statement or prospectus for purposes of Sections 11 or 12 of the
Securities Act of 1933, as amended, are deemed not filed for purposes of Section 18 of the Securities Exchange Act of
1934, as amended, and otherwise are not subject to liability under those sections.
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Exhibit 21.01

SUBSIDIARIES
Capital Bank Investment .Services; Inc.
(North Carolina)

Capital Bank Statutory Trust I
(Delaware)

Capital Bank Statutory Trust II
(Delaware)

Capital Bank Statutory Trust II1
(Delaware)

CB Trustee, LLC
(North Carolina)
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Exhibit 23.01

CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

We have issued our reports dated March 15, 2011, with respect to the consolidated financial statements and internal control over
financial reporting included in the Annual Report of Capital Bank Corporation on Form 10-K for the year ended December 31,
2010. We hereby consent to the incorporation by reference of said reports in the Registration Statements of Capital Bank
Corporation on Form S-3 (File No. 333-155567, effective November 21, 2008) and Forms S-8 (File No. 333-148273, effective
December 21, 2007, No. 333-125195; effective May 24, 2005, No. 333-42628, effective July 31, 2000, No. 333-82602, effective
February 12, 2002, No. 333-102774, effective January 28, 2003, No. 333-76919, effective April 23, 1999, No. 333-151782,
effective June 19, 2008, No. 333-160689, effective July 20, 2009 and No. 333-160699, effective July 20, 2009).

/s/ ELLIOTT DAVIS PLLC

Charlotte, North Carolina
April 9, 2012
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Exhibit 23.02

CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

We have issued our report dated March 10, 2010, with respect to the consolidated financial statements included in the Annual
Report of Capital Bank Corporation on Form 10-K for the year ended December 31, 2011. We hereby consent to the
incorporation by reference of said report in the Registration Statements of Capital Bank Corporation on Form S-3 (File No. 333-
155567, effective November 21, 2008) and Forms S-8 (File No. 333-148273, effective December 21, 2007, No. 333-125195,
effective May 24, 2005, No. 333-42628, effective July 31, 2000, No. 333-82602; effective February 12,2002, No. 333-102774,
effective Janunary 28, 2003, No. 333-76919, effective April 23, 1999, No. 333-151782, effectlve June 19, 2008 No. 333-160689,
effective July 20, 2009 and No. 333-160699, effective July 20, 2009). : .

/s/ GRANT THORNTON LLP

Raleigh, North Carolina
April 9, 2012
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Exhibit 31.01

CERTIFICATION
I, R. Eugene Taylor, certify that:
1. Ihave reviewed this annual report on Form 10-K of Capital Bank Corporation;

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact
necessary to make the statements made, in light of the circumstances under which such statements were made not'misleading
with respect to the period covered by this report; S

3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all
material respects the financial condition, results of operations and cash flows of the registrant as of, and for, the periods presented
in this report;

4. The registrant’s other certifying officer(s) and I are responsible for establishing and maintaining disclosure controls and
procedures (as.defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over ﬁnancral reporting (as defined
in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant and have: '

(a) Designed such disclosure controls and procedures, or caused sueh. disclosure controls and procedures to be designed
under our supervision, to ensure that material information relating t6 the registrant, including its consolidated
' subsidiaries, is thade known to us by others within those entities, particularly during the period in which thrs report is
being prepared,

(b) Designed such internal control over financial reporting, or caused such internal control over financial reporting to be
" designed-under our supervision, to provide reasonable assurance regarding the reliability of financial reporting and the
preparation of financial statements for external purposes in accordatice with generally accepted accounting principles;

(c) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and-presented in this report our
* +’conclusions about the effectiveness of the disclosure controls and procedures, as of the end of the penod covered by this
report based on such evaluation; and ‘

(d) Disclosed in:this report any change in the registrant’s internal control over financial reporting that occurred during the
registrant’s most recent fiscal quarter (the registrant’s fourth fiscal quarter in the case of an annual report) that has
materially affected; or is reasonably likely to materially affect, the registrant’s internal control over financial reportmg,
and

5. Theregistrant’s other certifying officer(s) and I have disclosed, based on our most recent evaluation of internal control over
financial reporting, to the registrant’s auditors and the audit committee of the registrant’s board of directors (or persons
performing the equivalent functions):

(a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial
reporting which are reasonably likely to adversely affect the registrant’s ability to record, process, summarlze and report
financial information; and :

(b) Any fraud, whether or not material, that involves management or other employees who have asignificant role in the
registrant’s internal control over financial reporting.

Date: April 9, 2012 e o ' fo ’ CAPITAL BANK CORPORATION

By: /s/ R. Eugene Taylor

R. Eugene Taylor
President and Chief Executive Officer




Exhibit 31.02

CERTIFICATION
1, Christopher G. Marshall, certify that:
1. Ihave reviewed this annual report on Form 10-K of Capital Bank Corporation;

2.  Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact
necessary to make the statements made, in light of the circumstances under which such statements were made, not misleading
with respect to the period covered by this report; ~

3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all
material respects the financial condition, results of operations and cash flows of the registrant as of, and for, the periods presented
in this report;

4. The registrant’s other certifying officer(s) and I are responsible for establishing and maintaining disclosure controls and
procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over ﬁnan(:lal reportlng (as defined
in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant and have:

(a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to.be designed
under our supervision to ensure that material information relating to the registrant, including its consolidated
subsidiaries, is made known to us by others within those entities, particularly during the period in which this report is
being prepared;

(b) Designed such internal control over. financial reporting, or caused such internal control over financial reporting to be
designed under our supervision, to provide reasonable assurance regarding the reliability of financial reporting and the
preparation of financial statements for external purposes in-accordance with generally accepted accounting principles;

(c) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our
conclusions about the effectiveness of the disclosure controls and procedures, as of the end of the period covered by this
report based on such evaluation; and

(d) Disclosed in this report any change in the registrant’s internal control over financial reporting that-occurred during the
registrant’s most recent fiscal quarter (the registrant’s fourth fiscal quarter in the case of an annual report) that has
materially affected, or is reasonably likely to materially affect, the registrant’s internal control over financial reporting;
and

5. The registrant’s other certifying officer(s) and I have disclosed, based on our most recent evaluation of internal control over
financial reporting, to the registrant’s auditors and the audit committee of the registrant’s board of directors (or persons
performing the equivalent functions):

(a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial
reporting which are reasonably likely to adversely affect the registrant’s ability to record, process, summatize and report
financial information; and

(b) Any fraud, whether or not material, that involves management or other employees who have a significant role in the
registrant’s internal control over financial reporting.

Date: April 9, 2012 CAPITAL BANK CORPORATION

By: /s/ Christopher G. Marshall

Christopher G. Marshall
Chief Financial Officer




Exhibit 32.01

Certification Pursuant To
18 U.S.C. Section 1350,
As Adopted Pursuant To
Section 906 of the Sarbanes-Oxley Act of 2002

In connection with the Annual Report of Capital Bank Corporation (the “Company”) on Form 10-K . for the year ended December
31,2011 as filed with the Securities and Exchange Commission on the date hereof (the “Report”), I, R. Eugene Taylor, President
and Chief Executive Officer of the Company certify, pursuant to. 18 U, S C. Section 1350 as adopted pursuant to Section 906 of
the Sarbanes-Oxley Act of 2002, to my knowledge, that: :

1. The Report fully complies with the requirements of section 13(a) or 15(d) of the Securities Exchange Act of 1934, as amended;
and

2. The information contained in the Report fairly presents, in all material respects, the financial condition and result of operations
of the Company.

Date: April 9, 2012 : : S g CAPITAL BANK CORPORATION
By: /s/ R. Eugene Taylor

R. Eugene Taylor
President and Chief Executive Officer

This Certification is being furnished solely to-accompany the Report pursuant to 18 U.S.C. Section 1350; as adopted pursuant to
Section 906 of the Sarbanes-Oxley Act of 2002 and shall not-be deemed “filed” by the Company for purposes of Section 18 of the
Securities Exchange Act of 1934, as amended, and shall not be incorporated by reference into any filing of the Company under
the Securities Act of 1933, as amended, or the Securities Exchange Act of 1934, as amended, whether made before or after the
date of this Report, irrespective of ahy general incorporation language contained in such filing. ¢

A signed original of this written statement required by Section 906 of the Sarbanes-Oxley Act-of 2002 has been provided to the
Company and will retained by the Company and furnished to thé Securities and Exchange Commission or its staff upon request.



Exhibit 32.02

Certification Pursuant To
18 U.S.C. Section 1350,
As Adopted Pursuant To
Section 906 of the Sarbanes-Oxley Act of 2002

In connection with the Annual Report of Capital Bank Corporation (the “Company”) on Form 10-K for the year ended December
31, 2011 as filed with the Securities and Exchange Commission on the date hereof.(the. “Report™), I, Christopher G. Marshall,
Executlve Vice President and Chief Financial Officer of the Company certify, pursuant to 18 U.S.C. Section 1350 as adopted
pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, to my knowledge, that:

1. The Report fully complies with the requirements of seetion 13(a) or 15(d) of the Securities Exchange Act of 1934, as amended,;
and

2. The information contained in the Report fairly presents, in all material respects, the financial condition and result of operations
of the Company. :

Date: April 9, 2012 : . R CAPITAL BANK CORPORATION
By: /s/ Christopher G. Marshall

Christopher G. Marshall
Chief Financial Officer

This Certification is being:furnished solely to‘accompany the Report pursuant to 18 U.S.C. Section 1350, as adopted pursuant to
Section 906 of the Sarbanes-Oxley Act of 2002 and shall not be. deemed “filed” by the Company for purposes-of Section 18 of the
Securities Exchange Act of 1934, as amended, and shall not be incorporated by reference into any filing of the Company under
the Securities Act of 1933,-as amended, or the Securities Exchange Act of 1934, as amended, whether made before or after the
date of this Report, irrespective of any general incorporation language contained in such filing.

A signed original of this written statement required by Section 906 of the Sarbanes-Oxley Act of 2002 has been provided to the
Company and will retained by.the Company and furnished to the Securities and Exchange Commission or its staff upon request.






